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A Banker’s Diary 





THE boom in stock markets went merrily on for the first fortnight of last 
month, riding light-heartedly on the buoyancy shown by Mr. Butler in a 
political speech, on the continuing rise in business profits, and 

Markets on M. Mendes-France’s progress towards the settlement in Indo- 
and the China. By mid-July the ordinary share index of the Financial 

Loan  7zmes had scaled a new peak of 160.8, and even after the ensuing 

week of profit-taking it still stood at 158.5, compared with 155.7 
at end-June, 131.1 at the beginning of the year and 103.1 at the hump of the 
crisis in mid-1952. A major factor in this movement has, of course, been the 
fall in interest rates, and hopes of a further cheapening of money played a 
notable part last month. Indeed, even before industrials paused for breath as 
the holiday season approached, the gilt-edged market had begun to steal the 
limelight. The new influence here was the Government's latest conversion 
operation, which strongly reinforced the potent technical effects of the June 
cash-and-conversion issue of 2 per cent. Conversion Stock, 1958-59, and also 
set in motion some rather extraordinary speculative hopes. The wider aspects 
of this operation, and the assumptions implicit 1n the recent speculative buying 
of War Loan and other irredeemable stocks, are examined in the article on 
page 79, in the light of recent credit policy and ‘ departmental ”’ activity ; 
while the immediate (and rather surprising) credit effects of the June operation 
are analysed in a later Diary note (page 65). 

The new operation, announced after business hours on July 5, took the 
form of a double offer to holders of the £535 millions of 1? per cent. Serial 
Funding Stock due on November 14. They were offered conversion into an 
equal amount of new 23 per cent. Exchequer Stock, 1963-64, plus a cash pay- 
ment of 10s. per cent., or into a novel 34 per cent. Funding Stock, 1999-2004, at 
the rate of £103 of new stock for {100 of the old. There were no issues for cash, 
but a number of would-be subscribers for the 9-10-year stock bought Serial 
Funding Stock for the purpose, actually driving its yield below the rate for 
short money—which plainly showed that some big institutional investors had 
disposed of the remainder of their Serial stock during the big switches that 
followed the June operation. For reasons fully explained in THE BANKER last 
month, the new 1963-64 stock was welcomed by the institutions, even though 
its terms were finely drawn. Applications for this stock, including conversion 
by the departments of their big purchases of Serial stock during the preceding 
weeks, totalled £274 millions, or rather more than the first expectations. 

The experimental 45-50-year stock—with a life exceeding that of any other 
quoted dated stock—had been expected to be taken initially, and in moderate 
amount, exclusively by the “‘ departments ’’, leaving the Government broker 
scope for a cautious testing of possible institutional demand subsequently. But 
the fact that conversion applications totalled as much as £139 millions suggested 
that there had been some outside demand immediately and also that the 
general trend of the market had encouraged the authorities themselves to 
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take up rather more than they had first intended. The upshot is that only £122 
millions of Serial Stock remain for repayment in cash on November 14—in 
addition to the {29 millions of Defence Threes remaining from the June opera- 
tion and therefore repayable on September 2. This result, and the almost 
simultaneous reduction of the rate of interest on new issues of Tax Reserve 
Certificates from 14 to I per cent. tax-free, gave further zest to the market. 
The advance did not falter until the third week of July, and even after that 
slight relapse 3} per cent. War Loan stood at 903, or 3} points higher than on 
July 5. On that same date 3 per cent. Redemption Stock, 1986-96, the issue 
that most nearly approached the life of the new 45-50-vear stock (which 
offered, on the issue terms, 32 per cent. to final date), was yielding £3 11s. 8d. 
per cent. to 1996; by July 22 its yield was down to £3 gs. I1d. 


THE figures of the sterling area’s gold and dollar reserves have made less 
exhilarating reading recently than in the halcyon period of the early spring ; 
but the underlying position is still sound. The statement for 
Reserves July, due to be published a few days after this issue of THE BANKER 
and went to press, will reflect the very considerable bilateral payments 
Exports that have been made in gold to the European creditor countries 
in part settlement of Britain’s overdraft with the European Pay- 
ments Union. These payments, made in the middle of last month directly to 
each of the seven creditors, totalled $984 millions. It is scarcely conceivable 
that the sterling area’s surplus on other accounts should be large enough to 
offset a payment of that order. In June the surplus amounted to $32 millions, 
bringing the total of the reserves to $3,017 millions. Only $3 millions of this 
surplus was attributable to American aid, and there was a receipt of $15 
millions from the European Payments Union, so that the balance on all other 
dollar accounts came out at $14 millions. As our usual table on page 128 shows, 
this was, of course, considerably below the rate of surplus in the spring months. 
But then the golden flood was swollen primarily by the inrush of foreign 
funds to the London exchange and gold markets. This factor was never 
expected to be a sustained one, and it is indeed reassuring that there has, as 
yet at least, been no ensuing outflow of any consequence. 

Some deterioration in the balance with Europe at least may however be 
experienced in coming months. In June the commercial account was roughly 
in balance, the deficit of just under £3 millions with E.P.U. being wholly 
attributable to a half-yearly payment of interest on Britain's debit balance. 
Now, however, the seasonal pressure of tourist spending will be reinforced by 
the first repayments, to be spread over a period of seven years, of the remaining 
$2965 millions of Britain's overdraft that is being funded. The repayments are 
to be made monthly and amount to around $42 millions a vear ; they will not 
pass through the E.P.U. but will be made direct to the individual creditors. 
[n the case of Germany (easily the largest single creditor) and Austria the 
repayments will be offset against the annual instalments of these countries 
post-war debts to Britain. 

But, if seasonal factors are excluded, the outlook for the reserves as a whole 
does not appear unfavourable, at least from the evidence of the trade returns. 
Although British exports to the dollar area have been falling in the first half 
of this year below their levels in the first half of 1953, dollar imports have 
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declined by still more, so that the adverse balance on dollar trade has actually 
fallen by an average of {1} millions a month. That is a remarkable achieve- 
ment in a period that has spanned the apparent nadir of United States business 
activity. The fall in imports was, of course, in part a reflection of lower prices, 
but the terms of trade with all countries actually deteriorated slightly on 
balance, by one point, over the half-year. 

The half-yearly figures for the trade balance with all areas are also mildly 
encouraging. The visible deficit (with imports valued c.i.f.) fell in the half 
vear to a monthly rate of £46 millions ; this compares with £64 millions in the 
first half of 1953 and £76 millions in the first halt of 1952. The improvement 
was primarily a result of a rise in exports. In the six months together, exports 
were running I per cent. above their level in the last half of 1953 and 7 per cent. 
above that in the first half. The rise was particularly marked in the engineering 
category—exports of cars alone averaged over {1 million a month more than 
in the corresponding months of 1953—though it is somewhat discouraging to 
note that exports of metal goods dropped below the high totals achieved in the 
second half of 1953. 


THE European Payments Union has been renewed for a further year until 
July 1, 1955, but in a form that makes considerable changes in its character 
and that strongly suggests that this vear will prove to be the 

E.P.U.’s_ Union’s last. The beaic changes in the structure of E.P.U. were 

Last necessitated by the agreement between all parties to withdraw 
Renewal? from the Union a substantial part of the outstanding debits and 
credits—to be settled by bilateral arrangements between each 
pair of creditor and debtor countries. A total of $861 millions out of a total 
debt to the Union of $1,132 millions has been withdrawn in this way. The 
United Kingdom itself has ‘setited $395 millions of its total debt to the Union 
of $485 millions through bilateral arrangements, involving an immediate gold 
payment of $985 millions last month. These bilateral arrangements can in 
some respects be regarded as the first instalment in the liquidz ition of E.P.U. 
Another such instalment is the decision to distribute to the Union’s creditors 
a total of $130 millions out of the convertible assets, that is the gold and dollars, 
held by E.P.U. The lion’s share of this special payment will go to Germany, 
which is far and away the largest creditor of the Union. , 

These bilateral settlements have had the effect of reducing the cumulative 
debtor and creditor positions of the E.P.U. countries. Under the Union's 
original articles of agreement this would have called for immediate gold receipts 
by the debtors and gold payments by the creditors. This would obv iously have 
nullified the whole purpose of the exercise, and has been avoided—though not, 
fortunately, through the device of the “‘ non-reversible sandwich tranche ”’ that 
Was at one time contemplated and that would have considerably confused an 
already complicated situation. Instead the credit facilities of the debtor coun- 
tries are being reinstated as and when payments are made by them under these 
bilateral agreements. And the gaps caused by the bilateral arrangements in 
the credit facilities made available to the Union by the creditor countries are 
being filled in large part by special extensions of their quotas, termed “ ral- 
longes”’, Surpluses with the Union extending into these “ rallonges ”’ will 
continue to be settled on a basis of 50 per cent. gold and 50 per cent. credit. 
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One of the most important changes in this latest version of E.P.U. is a 
simplification of the basis of settling net monthly deficits and surpluses. Both 
are now to be settled on a uniform basis of 50 per cent. gold and 50 per cent. 
credit ; previously, different scales of gold:credit ratios had obtained according 
to countries’ accumulated overdraft or credit with the Union, and there was 
a gold-free tranche of 20 per cent. of each country’s quota for both cumulative 
debtors and creditors. These arrangements had had the effect of countries’ 
financing 40 per cent. of their total deficits or credits incurred within quotas in 
gold and 60 per cent. in credit. The new 50-50 basis will not, however, 
involve any net hardening of the mechanism of E.P.U. through increasing the 
ratio of payments to be made in gold, since the amount of credit available will 
be kept unchanged by the simple device of automatically increasing all coun- 
tries’ quotas by 20 per cent. These various changes have clearly driven a 
coach and four through the whole structure of the European Payments Union. 
They confirm both the unofficial impressions and the many statements officially 
made during and after the discussions on the Union's renewal that this 1s the 
last twelve-month lap on the course on which E.P.U. 1s running its race. 


THE earnings experience of the clearing banks during the first half of this vear 
was certainly favourable, though in some instances perhaps not much more so 
than in the first half of last year. For the banks as a whole, 
Westminster as the table on page 82 shows, the average level of advances 
Dividend outstanding during the half year showed a fractional decline, 
Raised from £1,779 millions to £1,766 millions, and the average rate 
of interest earned upon them certainly declined rather more 
significantly. But the banks were employing a larger volume of resources— 
average net deposits rose from £5,903 millions to £6,113 millions—banking 
turnover increased, and the bulk of the additional resources was emploved in 
investments, which expanded from £2,130 millions to £2,256 millions. The 
rise 1n gilt-edged values, of course, continued to buttress inner reserves, and 
losses on bad debts were negligible. | 
Given the further fall in interest rates since mid-May, the prospect for the 
current half year may be less favourable. Even so, one of the banks has felt 
justified in taking a step from which it shrank at end-1953 : the Westminster 
Bank has raised its interim dividend by 1 per cent. and for the full year will be 
paying the equivalent of 20 per cent. (against 18 per cent.), thus leaving the 
Midland Bank in (splendid?) isolation as the one clearing bank that still adheres 
to the dividend paid since the cut of 1931. The Westminster has obviously 
been waiting until it could associate its increased distribution with a strengthen- 
ing of the ratio of capital to deposit liabilities. All the banks have, of course, 
experienced a steep decline in this ratio in consequence of the inflation ol 
deposits during the past fifteen years. The Westminster’s ratio, based on 
paid-up capital, fell from 2.7 per cent. at end-1938 to I.1 per cent. at end-195} 
and its ratio of total published capital resources (including profit balance 
dropped from 5.7 per cent. to 2.5 per cent. The bank is now proposing t0 
strengthen these ratios by capitalizing {1,767,747 of published reserve (to be 
immediately replenished by a transfer from inner reserves) and using this sum 
to pay up 5s. per share of the uncalled lability on the 7,070,990 £4 shares 
making them 25s. paid, (with 15s. remaining normally callable and £2 0 
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‘reserve lability). The effect will be to raise the ratio of paid-up capital to 
deposits (at their end-1953 level) to 1.3 per cent., and the ratio of total published 
resources to 2.7 per cent. The interim and final dividends on the £4 shares for 
1954 will each be 2s. per share—and it is intended that dividends will continue 
to be declared in this “‘ no par’’ form in future, which is an interesting and 
perhaps significant innovation in clearing bank accounting. 

The Westminster is also seizing the occasion to tidy up its capital structure 
in another way. The £2,249,157 of (fully-paid) £1 stock units, which now rank 
pari passu with the £4 shares for dividends up to 12} per cent., are to become 
preferential ““ A” stock ranking for a non-cumulative dividend at this rate. 
This is a iair and far-sighted move ; it is designed to ensure that if the present 
uncalled liability on the £4 shares were ever so far paid up as to have the effect 
of reducing their percentage rate of dividend below 123, the {1 stock units 
would not suffer. 





THE end-June figures of the clearing banks had been awaited with particular 
interest for the light they might throw upon the credit aspects of the first of 
the Treasury's two recent loan operations—the cash-and- 

Deposits conversion issue of 2 per cent. Conversion Stock, 1958-59, in 

and the’ early June. The figures therefore deserve scrutiny not only 

Conversion from the standpoint of the credit trends of the banks’ half-year 
(which is analysed in the second part of the article on pages 
79-84) but also for the changes shown since the make-up of May 1g. During 
these six weeks, despite the £300 million stock issue for cash, net bank deposits 
rose by £130 millions, a more than seasonal movement though a smaller one 
than in the corresponding period last year. Only £7 millions of this expansion 
was represented by an increase in bank investment portfolios (which thus 
actua'ly rose less than they did in the previous four weeks), indicating that the 
banks large intake of the new bond was substantially offset by sales of 1954 
Serial Funding and other stocks—directly or indirectly to the Government 
broker. No less than £46 millions, however, as the table on page 82 shows, was 
represented by increased advances and commercial bills (the former probably 
being rather inflated by the distorting ingredient of intra-bank transit items), 
which in the similar period last year had together fallen by £15 millions, in 
consequence of repayments by the Electricity Authority from the £373 millions 
call on its 1953 stock issue. . 

The credit demands of the central government upon the banks therefore 
expanded less dramatically in these six weeks than they did last year ; they 
appear to have amounted to a little over {80 millions, compared with fully 
{170 millions. This reduction of some {90 millions is not, however, a result of 
the £300 millions “‘ cash ”’ issue of 2 per cent. stock, since it was almost exactly 
matched by a corresponding contraction in the Treasury’s cash deficit on its 
current domestic finances between the most nearly comparable periods covered 
by the Exchequer returns (allowing for borrowings against the rising note 
circulation). Moreover, the estimated amount of the cash deficit, even after 
including a liberal estimate for sterling provided by the Treasury to finance 
Britain’s external surplus, was less than its apparent borrowings from the 
banking system. During the first six months of this year, it is calculated in the 
article on page 79, the authorities were substantial net sellers of securities ; 
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but the conclusion to be drawn from the figures for the last six weeks of this 
period is that their gilt-edged operations were then, at best, only just about all 
square—and may have involved a net purchase. This apparently means that 
departmental absorption of the heavy offerings of the two maturing stocks— 
the called Defence Threes and the 1954 Funding stock—was at least as great 
in the period just before and the four weeks following the cash-and-conversion 
offer as the sales of all other securities, including the new bond whether by 
‘cash’ issue or through the tap. If this conclusion is sound (and it rests 
partly on conjectural estimates), it affords an intriguing side-light on the 
technique of issuing ; but it should be remembered that the results of an 
operation cannot be fairly assessed until its full consequences have worked 
themselves out. The issue of early June was really only the first half of a 
combined operation ; the complementary portion was the conversion offer 
of early July. 


THE clearing banks succeeded last month in reaching agreement with other 
authorized dealers in foreign exchange upon a new and reduced scale of 
commissions. The charging of commission on foreign 
Lower Foreign exchange transactions dates from the institution of exchange 
Exchange control in September, 1939, when the authorized banks 
Commissions became mere agents for the Bank of England, and could 
not, therefore, look to any dealing margin to remunerate 
them for their services to customers in buying and selling foreign exchange for 
them. Since 1951, however, the authorized institutions have been operating as 
principals with freedom to deal at any rates within the range of fluctuation 
permitted by the Bank of England, yet the commission charge remained at } per 
cent. The scope for making dealing profits in the market inevitably led outside 
institutions, notably some merchant banks and American banks, to undercut 
the clearing banks by shading the commission or even relinquishing it entirely. 
These institutions are naturally much more free than the clearing banks to 
take what business suits them best—and to quote fine rates to secure big 
orders. The clearing banks, for their part, are obliged to transact whatever 
business comes to them from their customers, and much of it is small business ; 
these banks were not, therefore, prepared to see the commission agreement 
scrapped altogether. The new arrangement is therefore a compromise that 
retains the principle of charging commission but introduces a sliding scale 
whereby the previous charges are broadly maintained for small business but 
are steeply and progressively reduced for large business. The } per cent. rate 
continues to operate for transactions of {100 up to £5,000 ; but for all larger 
transactions there is now a flat charge of £6 5s. on each deal regardless of size. 
Since this flat amount is equivalent to the } per cent. charge on a deal of £5,000, 
it will be apparent that for very large deals the new commission is a tiny 
fraction of the charge fixed under the former agreement. For transactions of 
{10-100 there is now a flat charge of 2s. 6d. ; for {5-10 the charge is Is. 6d., 
and for {1-5 it is Is. There is no assurance, of course, that this new arrange- 
ment will be sustainable ; but at least it is an improvement upon the recent 
situation—in which some institutions were observing the agreement and some 
were circumventing it. 
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Convertibility in Earnest 


vertibility of sterling and the major European currencies is virtually over ; 

and although doubts remain about how and when the conditions can be 
satistied, the discussion of precise ways and means has begun. That is the broad 
conclusion that emerges after last month’s conference of ministers of O.E.E.C. 
countries and of the United States and Canada, who met in London to consider 
some of the problems that would be involved in a joint move to convertibility 
by Britain and other European countries. This conference will probably appear 
in retrospect as the most decisive of the series of meetings at which this exercise 
has been considered and prepared. 

It is true that the convertibility of sterling has been a declared aim of the 
British Government since the end of the Commonwealth Economic Con- 
ference of December, 1952 ; that the cry was later taken up by a number of 
continental countries ; and that the whole movement has been carried forward 
as a result of long discussions within the Organization for European Economic 
Co-operation, and especially in the proceedings of the Management Board of the 
European Payments Union. But declared aims, well padded with reservations 
for difficulties and contingencies, can still be far from practical politics. The 
important feature of this latest gathering is that the high-level assembly so far 
recognized the desirability of the goal that it was determined to press forward 
fast with the detailed planning—in the hope (though not yet the certainty) 
that it will become feasible and wise to put the plans into effect. The finance 
ministers and their deputies have discussed in realistic and even minute detail 
the consequences of convertibility on European trade and payments, and on 
the adaptation—or even replacement—of the existing international economic 
institutions that have formed the framework for co-operation on a regional basis. 

Moreover, every one of the formidable series of international economic 
gatherings that are scheduled for the next few months, will be concerned with 
this specific planning and detailed study of the many aspects of the collective 
move to convertibility, each of course from its own specialized standpoint. 
There will be first the continuing efforts of the deputies of the ministers who 
met last month, then the September meeting of Governors of the International 
Monetary Fund in Washington, the conference of Commonwealth Finance 
Ministers to be held there immediately afterwards, the revision of the General 
Agreement on Tariffs and Trade that is due to begin in Geneva in October, and 
the full meeting of the Ministerial Council of O.E.E.C. due in early November. 

The fact that the international discussions on convertibility have reached 
this intensity and this detailed and technical effort does not mean that the 
convertibility of sterling and of the major European currencies is imminent. 
The taking of the actual step is still dependent on a favourable conjunction of 
factors over which the finance ministers of Europe have little direct control. 
Most important is some assurance that the flow of dollars into the hands of the 
non-dollar world will be maintained. This is clearly dependent, first, on decisive 
evidence that the recession in business activity in the United States is at an 
end, and, secondly, probably also on some clear prospect that the United States 
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will adopt a more liberal trading policy so that “ trade not aid "’ may become a 
reality in a world of diminishing discriminatory restrictions. Perhaps equally 
important, though certainly less tangible, is the requirement that the economic 
and political conditions, considered more generally, should be propitious. 

If the need to satisfy such conditions causes delay—even indefinite delay— 
they are conditions with which even the most liberal of responsible observers 
will find it difficult to quarrel. And their existence does not, emphatically, mean 
that the hypothetical discussions on the problems arising from convertibility 
mark no eftective step forward. At least two major developments have brought 
convertibility much nearer the accomplished fact than seemed possible in the 
winter and spring. The first is the securing of agreement that Britain and the 
continental countries will move together—that the approach will, in fact, be a 
collective one. The second, and closely related, favourable development is 
that there is now far greater agreement upon—and definition of—the several 
forms that convertibility should take and the trading arrangements it should 
carry in its train. 


EMERGENCE OF THE COLLECTIVE APPROACH 

The achievement of a broad consensus of major European countries upon 
the approach to convertibility is a result of a genuine and sensible compromise 
between Britain and three continental countries, Germany, Belgium and 
Holland—a compromise that has been made the easier to reach because it has 
been strongly reinforced by considerations of self-interest. The three conti- 
nental countries have now for some months felt themselves ready to lift the 
restrictions on the convertibility of their currencies ; and they have always 
envisaged that that move should go hand in hand with the liberalization of 
their trade through the dismantling of discriminatory restrictions on dollar 
imports. Britain, in contrast, was thought at first to be regarding convertt- 
bility as principally a technical foreign exchange operation that might be 
possible only if supported by a restrictive trading policy to keep down the 
amount of sterling that might be presented for conversion into relatively scarce 
dollars. But when the onset of the recession in the United States in the summer 
of 1953 seemed to threaten a deflationary (and restrictive) turn in the world 
economy and a reversal of the improvement in sterling’s reserves, enthusiasm 
for convertibility as a technical operation gave place to a desire to work towards 
arrangements that would enable the non-dollar world to ride out the storm at 
the least damage to its trade, production and employment. Thereafter there 
was general agreement upon the importance of maintaining trade, and in 
particular intra-European trade, at a high level ; and Britain concentrated 
upon liberalizing policies of a kind that were not utterly irreversible—such as 
the freeing of commodity markets, the easing of import restrictions, and relaxa- 
tions of exchange control that stopped short of any automatic grant of the 
right to convert sterling into dollars. 

At this point, when Britain became clearly determined that technical 
exchange convertibility could not be conceded unless trade liberalization 
marched with it, there was for a time a real risk that Germany and other con- 
tinental countries might rush into convertibility independently. In the past 
few months this danger has ebbed. The continental countries, for reasons 
discussed in the ensuing article, still feel themselves ready for convertibility ; 





but they are now fully aware of the immense difference in the implications ol 
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convertibility if undertaken independently and if launched as part of a collec- 
tive approach in which sterling would join. Secondly, the British Government 
has been able to take a less pessimistic—though still cautious—view of the 
prospective climate for world trade in the near future, and of the dangers to 
which sterling is vulnerable. If there are still no definitive signs that the 
American economy has resumed its upward movement there are certainly 
plenty of tentative indications that the hump of the recession has been passed. 
Moreover, the confidence of the authorities in the ability of sterling to with- 
stand minor, vet by no means insignificant, fluctuations in the economy of the 
United States has undoubtedly been fortified in recent months by the spectacle 
of the continuing rise in the gold reserves, in part a result of the inflow of 
speculative funds induced by world-wide confidence in sterling—in unexpected 
and marked contrast to the experience in 1949. 

The sterling area has, of course, been hit, and in places quite hard, by the 
fall in American production and imports. An article by Mr. A. R. Conan on 
page 103 does, indeed, spell out in considerable statistical detail some of the 
resultant damage to the sterling area’s direct exports to the United States. 
But the test of the ability of sterling to withstand the recession lies not only in 
the course of exports to the United States, or even to the whole dollar area, but 
in the behaviour of the sterling area’s dollar account as a whole ; and this 
account has been supported by buoyant sales to Europe, by the relative 
firmness of commodity prices—and, of course, by the tide of confidence in 
sterling. Mr. Conan tends to make light of these factors ; but in the view of 
THE BANKER—and probably of the British Government too—they are of key 
importance. For these factors are a reflection of the remarkable fact that 
Britain and its partners in Europe and the sterling area have been able to 
maintain both their mutual trade and their internal economies strong enough 
to ride out these months of American recession without either suffering any 
depletion in their reserves or having to call a halt to the process of moving 
towards a free and non-discriminatory system of trade and payments. The 
effects of the recession on the sterling area’s direct exports to the United States 
may be comparable to that experienced in the recession of 1949 (and is likely, 
indeed, to proceed beyond the brief period for which reasonably comprehensive 
statistics are yet available). But the contrast in the wider position—as reflected 
by the gold reserves and the state of confidence—could hardly be more 
complete. : 











This, broadly, is the background to the discussions that took place in London 
last month and to the spate of conferences due this autumn. Continuance of 
the detailed work that had been done in preparation for the London meeting 
has now been entrusted to the ministers’ deputies ; and their particular 
immediate task is to devise a way that will lead successfully from the regional 
arrangements for trade and payments evolved under the O.E.E.C. to a wider 
system, and that will yet ensure that none of the solid advantages secured under 
the regional arrangements are lost in the transition. 

Perhaps the most important such arrangement has been the code of trade 
liberalization of the O.E.E.C., which has provided a good example of the 
marriage of regional convertibility of currencies (secured through the European 
Payments Union) with a substantial expansion in trade between the partici- 
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pating countries. This association has been achieved in various ways. Targets 
have been set up in terms of which each member country’s performance has 
been judged, and by reference to which any short-comings have been held up 
to the critical gaze of the other members of the community. Further, constant 
study of the problems involved has been undertaken by the appropriate com- 
mittee—the Steering Board for Trade—which has been in virtually permanent 
session and has therefore been able to tackle the difficulties as and when they 
have arisen. 

Another reason why liberalization of trade has gone hand in hand with 
(regional) convertibility of currencies is that the E.P.U. has provided through 
its credit facilities a cushion of reserves sufficient to take the impact of seasonal 

and especially of more than seasonal—oscillations in the balances of intra- 
Kuropean payments. Above all, the marriage has succeeded because all such 
problems have been considered under one roof, in Paris, and mostly by indivi- 
duals who have been in continuous and close personal contact through serving 
on all the committees or boards in question. This, it 1s significant to note, is in 
striking contrast to the enormous distances, both geographic and philosophic, 
that have separated the international economic institutions organized on a 
world-wide scale—the International Monetary Fund in Washington and the 
General Agreement on Tariffs and Trade working from Geneva. 


CAN EXISTING INSTITUTIONS FILL THE GAP ? 

One of the main obstacles 1n the road to convertibility, as now conceived, 
does indeed seem to be the difficulty of creating on a universal basis a workable 
international body to provide financial help, to lay down codes of trading 
conduct and to settle differences. Means have to be found to apply over the 
wider area the degree of trade liberalization achieved within Western Europe. 
The appropriate body to take over this task would clearly appear to be the 
modest organization that has grown up around the General Agreement on 
Tariffs and Trade. The Agreement itself is due, opportunely, for a fundamental 
revision in the autumn ; and it seems evident that this immense exercise will 
gain both in precision and urgency from the fact that it 1s being linked to the 
collective approach to convertibility. 

But although G.A.T.T. has performed extremely valuable work in the realm 
of tariff negotiations during the past six years—having evolved a new tech- 
nique of simultaneous bilateral negotiations that are later generalized among 
all parties to provide, in effect, automatic most-favoured-nation treatment— 
there are reasons to doubt the ability of this institution to take on the much 
wider task of regulating the full gamut of world trading practices. Because the 
G.A.T.T., which is itself the rump of the ambitious but still-born International 
Trade Organization, was set to work in a “ transitional ”’ world, its provisions 
were studded with exceptions and escape clauses, which have in their appli- 
cation been swollen out of all proportion to the concepts of the basic philosophy 
of the Agreement. These escape clauses permit quantitative restrictions to be 
re-introduced (in certain cases in a discriminatory way) by countries in diffi- 
culties in their balances of payments, and they would unquestionably 
have to be re-written if the institution’s code of conduct were to constitute any 
effective sanction at all. Safeguards for countries experiencing payments 
difficulties must, of course, be maintained, but they should be limited to cases 
that are more specific and to conditions that are more clearly outlined. They 
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should also be backed by sanctions—which should be available against both 
chronic debtors and extreme creditors. 

Here is a field in which the functions and responsibilities of the International 
Monetary Fund and of the G.A.T.T. must meet and be made to merge. It may 
vet be possible that the scarce currency clause of the I.M.F. may perform the 
task for which it was conceived—that is, of providing effective sanctions 
against any persistent creditor by permitting the world at large to discriminate, 
under carefully and clearly codified conditions, against imports from any 
country whose currency is shown to be persistently scarce. But the sanction 
would have to be operated by a body less unwieldy than the Fund, which is a 
particularly bad offender against the precept that an effective international 
economic institution must be governed by a body that is compact and discreet 
enough to discuss without reticence matters of the highest confidence. 


PREPARING FOR CONVERTIBILITY 

In fact, of course, progress towards non-discrimination in trade has pro 
ceeded independently of the establishment of an institution to secure its main- 
tenance. Moreover, it is now more generally recognized that the best way to 
resolve the doubts whether Britain and the continental countries are in fact 
ready for full convertibility is for them to witness the effects on their imports 
of opening their trade to competition from all sources—and the effect on their 
exports of the dismantling of discriminatory restrictions in foreign markets. 
A number of countries in E urope have, as the ensuing article shows, proceeded 
much further than Britain in reducing discrimination against dollar imports 
in their system of import licencing ; but Britain has achieved very significant 
liberalization through the re-opening of its commodity markets on a non- 
discriminatory basis. 

None of these relaxations has been followed by any inrush of dollar imports ; 
and it is equally reassuring to note that in markets such as Switzerland and 
South Africa, in which British manufactures have for some time competed 
against American manufactures without any advantage of discrimination, 
the ground has been held with conspicuous success. This provides both an 
argument for wider measures of relaxation—since the cost should be small— 
and a reassuring sign that the dismantling of discriminatory restrictions against 
dollar imports overseas that is likely to follow convertibility should not lead to 
any sharp fall in British exports. The key to the feasibility of convertibility 
in its wider sense may well be to apply the test of trade liberalization 
before and not after irrevocable decisions are taken in the currency sphere. 
If European industry is shown to be reasonably competitive vis-a-vis the United 
States, then it will be possible to claim that convertibility achieved in such 
circumstances has a fair chance of enduring. Moreover, if this test can be 
survived, a great deal less importance will attach to the immediate condition of 
‘ good creditor behaviour ” on the part of the United States. The exact degree 
of liberalization of trading practices by the United States that the finance 
ministers would consider to constitute an adequate measure of such behaviour 
remains, inevitably perhaps, uncertain ; and it is also affected by the wider 
influences affecting the ability of Europe to earn dollars. 

Equally important preparations for convertibility have also to be made in 
adapting the existing payments arrangements. The convertibility of one or 
more of the important member currencies of the European Payments Union 
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will certainly involve the liquidation of the Union. That liquidation has in 
fact already been set afoot by the recent bilateral deals between certain 
creditors and debtors. (This operation and its effects on the new form of the 
EK.P.U. is discussed in a note on page 63 of this issue.) For the countries whose 
currencies are to become convertible, the disappearance of the E.P.U. as a 
clearing organization will present no problem. The clearing will be performed 
primarily by sterling, which has in fact been performing much of this function 
for intra-European payments ever since freedom to transact European 
arbitrage operations was restored to the London exchange market last year. 

The real problem for the countries contemplating convertibility is that of 
securing access to an alternative source of credit. The point in doubt 1s whether 
the International Monetary Fund can step into the breach left by the demise of 
E.P.U. If it is to do so it must certainly give evidence of greater elasticity than 
it has shown hitherto ; it must somehow or other divest itself of the heavy 
political overtones with which its management has been coloured since the 
moment of its inception ; and it must remove some of the qualitative and 
legalistic restrictions on the use of its resources by member countries. The 
I.M.Il. quotas are themselves inadequate, fixed as they were in relation to a 
value of international trade much below the present level. Moreover, the 
Articles of Agreement restrict members’ access to these resources to 25 per cent. 
of their quotas in any period of twelve months. 

The Fund has indeed been prepared on occasions to waive these restrictions. 
But the flexibility will have to be much more assured and clearly defined than 
it has ever been so far if the facilities available at the Fund are to be regarded 
by the member countries as a genuine addition to their available reserves and 
as a reliable cushion against inevitable fluctuations in balances of payments. 
[t is very much to be hoped that these questions will be given serious attention 
by the Governors of the Fund in Washington next month. 

Even assuming a fair measure of success in catering for the needs of the 
countries whose currencies are due to become convertible, there will remain the 
highly important problem of providing alternative arrangements for the rump of 
Europe—expected to comprise a number of important trading countries, 
including France and Italy—that remains inconvertible. The danger is that 
these countries will revert to restrictive commercial policies and to discrimina- 
tion in European trade in order to draw dollars from the convertible currency 
countries, partly in sheer self-defence against the strain resulting from the 
withdrawal of credit facilities. There is, therefore, a strong case for establishing 
a kind of European Fund, a continuation of E.P.U. without its clearing func- 
tions but with some of its credit arrangements (though probably not in their 
present automatic form). It would be fed by the gold and dollars held by E.P.U. 
at the time of its dismemberment, and perhaps also by contributions from the 
countries with newly convertible currencies. The fund might also supply the 
machinery for giving advice, laying down codes of conduct and effecting co- 
ordination in internal and trade policies that has hitherto been contained in the 
O.E.E.C. and the E.P.U. In particular, it might bring pressure to bear on both 
persistent debtors and creditors. 

Detailed proposals of this kind were, indeed, formulated at the London 
conference, but they have not received unanimous approval. It is necessary, 
of course, to beware of the advice of those who merely wish to perpetuate the 
institutions they serve. There would be no sense at the moment in creating 
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a kind of European central bank. That field is already adequately covered by 
the sterling system, the I.M.F. and the Bank for International Settlements. 

These are the problems of policy and organization that were discussed in 
London and that are now being thrashed out by the deputies to the ministers, 
for the most part governmental experts. The ministerial working group is 
due to meet once again to complete its report before handing it to the Minis- 
terial Council ef O.L.E.C. by November I next (a procedure rather analogous 
to the House of Commons reporting to itself in the guise of the Committee of 
Ways and Means). By then the meeting of the International Monetary Fund 
and the Commonwealth Economic Conference that is to follow on it will have 
completed their tasks. [he General Agreement on Tariffs and Trade will be in 
process of fundamental reconsideration. And it is to be hoped that by that time 
too some further progress will also have been made in the empirical, or prag- 
matic, approach to convertibility. 

If sufficient headway is made in these various directions the institutional 
problems that were considered in London will, indeed, appear much less for- 
midable than they do to-day. The aim, in fact, must be to create a situation 
in which the substance of convertibility will have been achieved in all but 
name—to continue to progress de facto in the commercial sphere just as has 
been done on a more comprehensive scale in the technical sphere of the exchange 
markets. Then the great deed can be announced without fuss or blaring of 
trumpets but as the matter of fact recognition of a state of aftairs that should 
by then have endured the test of considerable experience. In that way, con- 
vertibility will carry none of the dangers of a leap into the dark that its oppo- 
nents so often deem it to involve. 





Is Europe Ready ? 


MONG the Western European countries that contemplate the problem of 

convertibility, an advance guard is now ready, or at any rate feels itself 

ready, to take the final step, after upwards of fifteen years of currency 
restrictions. The British Government has been anxious lest the recent high level 
meeting of European finance ministers, discussed in the preceding article, 
should be taken as a sign that the issue of convertibility is already decided and 
that all that remains is discussion of the problems arising from its implementa- 
tion; but on the Continent the fears were just the opposite—that the gathering 
would prove to have achieved just one further set of expressions of the highest 
intent and actions of the smallest significance. 


EUROPEAN VIEW OF CONVERTIBILITY 

Convertibility does not, of course, have the same implications for the 
continental countries as it does for sterling. At least to Germany and the 
Benelux countries, possibly also to Austria and Denmark and perhaps even 
to Italy and France it appears simply as the logical conclusion and corollary, 
which the remarkable economic progress of the past few years now makes 
possible, of the process of liberalizing the economy from dirigisme. But for 
Britain it is a step that cannot be taken thus lightly, if only because sterling, 
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being the major international currency, is always bound to feel most strongly 
the strain of any weakness, no matter whence it may emanate. In any collective 
approach to convertibility—and it is hoped that such an approach may result 
from the London discussions and from next month’s meeting of the Inter- 
national Monetary Fund in Washington—the underlying strength of sterling’s 
partner currencies is therefore of the highest significance for Britain. This 
article attempts to sketch the progress that Europe has already made towards 
convertibility and to assess its preparedness to embark on the final step. 

The pressure for an immediate move to convertibility is particularly strong 
from Germany, Belgium and the Netherlands—the “ hard core ’’ of Europe's 
economy to-day. The central banks of these three countries have expressed in 
no uncertain terms the opinion that such a move is already overdue. As long 
ago as last February the National Bank of Belgium was stating that it had 
created during recent vears “‘ the necessary prior conditions for introducing a 
true convertibility of the Belgian franc based on fixed exchange rates and 
accompanied by the liberalization and therefore the development of inter- 
national trade’. In April the Netherlands Bank in turn declared in its annual 
report that “ the technical position of the Netherlands currency offers no 
hindrance to the restoration, in due course, of free convertibility for all current 
transactions '’. And in May the annual report of the Bank deutscher Laender 
was affirming that “on an all round view the German Federal Republic has 
definitely reached the stage of being ready for convertibility ”’. 

It is significant, however, that these countries have abandoned the reckless 
ideas of “ going it alone " that they entertained in the winter. The Netherlands 
Bank specifically stated in its report that the strength of the florin “‘ certainly 
does not mean that the Netherlands could cross that threshold [of converti- 
bility) alone’. And the Bank deutscher Laender follows its trumpeting of the 
strength of the D-mark with the reminder that, since Germany needs to be able 
to use its surpluses with Europe to settle its deficits with overseas countries, 
‘the approach of the DM to full convertibility therefore depends largely on 
the speed at which other countries . . . are prepared for their part to make 
regional balance of payments surpluses convertible’’. Dr. Erhard and his 
friends have abandoned their roles as crusaders and have turned instead to the 
less colourful, if more effective, function of providing a pressure group in the 
O.E.E.C. 

[In fact, of course, the responsible authorities on the Continent have realized 
for some time past that convertibility for each of them is feasible only as part 
of a collective approach. The strains to which any one of the European curren- 
cies would become subject if it were made freely convertible on its own could 
simply not be withstood—notably because residents of countries whose cur- 
rencies remained inconvertible would try to acquire dollars or dollar goods via 
the newly convertible currency. This risk could admittedly be avoided if the 
convertibility were confined to the present Swiss pattern—that is, strictly for 
residents only. It can also be sidestepped by the maintenance of extensive 
trade controls to limit the availability of the convertible currency—as indeed 
was originally envisaged by the Commonwealth’s convertibility “ plan ”’ of 
1952. But in Europe to-day, at least the German authorities share Britain's 
present view that convertibility must entail something wider than that. The 
Bank deutscher Laender states flatly that “‘ convertibility means nothing else 
but the right of every holder of DM to convert his balance into foreign cur- 
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rency’. And that right clearly cannot be granted by one country alone unless 
its regional account with the dollar area -is not only strong before converti- 
bility but is likely to be strong enough thereafter to finance a big increase in 
dollar imports for re-export to the rest of Europe. 


THE MEASURE OF EUROPE’S STRENGTH 

But whilst no European country is In a position to stand a strain of this 
magnitude, Western Europe as a whole, and in particular the three countries 
that constitute its ‘ hard core’, would now be well prepared to join a con- 
vertible pound. Europe's balance with the dollar area has been improving 
fairly steadily since 1951 and can now be said to be adequate, even if some of 
its foundations are unstable. Between 1952 and 1953 the current balance of 
payments of Western Europe as a whole with the United States (after crediting 
receipts of economic and military aid) was transformed from a deficit of S661 
millions to a surplus of $607 millions. The improvement in the balance with 
other dollar areas was equally marked, and Western Europe's gold and dollar 
reserves accordingly rose by fully $2,400 millions in 1953. Of this increase the 
sterling area accounted for $672 millions and Germany for as much as $534 
millions ; the Netherlands, Italy and Austria ranked next, and the remainder 
was spread fairly evenly over the rest of Western Europe, no country exper- 
iencing any decline in its reserves of gold and dollars. 

The improvement in Europe's dollar balance in 1953 was admittedly in 
part a result of the increase in direct and indirect aid from the United States 
and in related special dollar receipts (such as those arising from the expenditure 
of U.S. military personnel in Europe or from off-shore purchases). The sur- 
pluses on current dollar account achieved by Germany, the Netherlands and 
several other countries were probably wholly attributable to such special 
receipts. But the commercial dollar accounts did improve markedly over the 
vear, and for several countries came very close to balance. Exports to the 
dollar area rose, and imports fell by still more. A number of influences contri- 
buted to this decline in imports. The terms of trade improved considerably for 
Europe as a whole; but the significance of this factor should not be exaggerated. 
Several countries actually experienced a worsening of their terms of trade— 
including Austria, which achieved a particularly striking improvement in its 
dollar accounts. Other factors included an increase in the supplies available from 
non-dollar sources (especially of coal, petroleum, cotton and wheat), some 
running down of stocks, and finally some funnelling of imports of dollar goods 
through non-dollar sources, and particularly the London commodity markets* 
—although this factor would not, of course, have had any influence on the 
dollar balance of Continental Europe and the United Kingdom considered 
together. 

Perhaps the most striking fact is that the improvement in the commercial 
balance with the dollar area was general throughout Europe. Most of the 
countries that suffered a deterioration in their total balances of payments and 
a fall in reserves in 1953—these countries included Belgium, Italy, Norway and 
Finland—yet succeeded in reducing their deficits with the dollar area, and Italy 











*The annual report of the Bank deutscher Laender states that imports of dollar goods 
obtained ‘‘ in the course of transit trade through other currency areas ’’ rose from $157 millions 
in 1952 to $174 millions in 1953, when they represented fully 23 per cent. of all imports originating 
in the dollar area. 
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actually earned a surplus. Here is yet another facet of the better balance that 
is being achieved between Europe and the outside world. 

The improvement in Europe's dollar balance is the more notable in that it 
has been accompanied by a substantial easing of restrictions on trade and 
foreign payments. The Netherlands and Germany, in particular, have gone 
far in dismantling their quota restrictions on imports from any source, includ- 
ing the dollar area. This month Germany is to extend this non-discriminatory 
liberalization to a range of goods accounting for 70 per cent. of imports on 
private account, and perhaps 44 per cent. of all imports. The Netherlands has 
moved still faster. Even in 1953 it had liberalized well over go per cent. of its 
imports regardless of source, and this summer the Benelux countries are drawing 
up a common list of goods that may be imported freely from the dollar area, which 
will cover some 77 per cent. of the countries’ total dollar imports. It 1s to be 
hoped that other European countries, and especially France, will now follow 
the lead of the “ hard core ’’. So long as there is a wide divergence between the 
degrees of restriction of dollar imports by the several European countries 
(which maintain few restrictions on trade between themselves) the pattern 
of European trade is bound to be somewhat distorted, and the cost of further 
liberalization to the countries that have liberalized furthest already will be 
disproportionately large. 


RELAXATIONS EXTEND TO CAPITAL 

The countries that have been foremost in freeing their imports have also 
been those that have gone furthest in relaxing their exchange restrictions. 
Germany and the Benelux countries now again permit private individuals, 
whether residents or non-residents, to maintain accounts in foreign exchange 
and use them freely for all current transactions except those involving trans- 
fers between the dollar and non-dollar accounts—and these restrictions are 
themselves eased by a liberal administrative transferability. In these countries, 
as in the United Kingdom, therefore, the one technical step that is needed to 
restore full convertibility for current transactions is the waiving of the single 
restriction on transfers to dollar accounts. 

In one important respect, moreover, the three countries forming the hard 
core of Europe’s economy have gone further than Britain in dismantling their 
exchange controls. Important relaxations have been made in controls over 
capital transfers. The most far-reaching steps in this direction have perhaps 
been taken by the Netherlands. In March of this year residents of E.P.U. 
countries were permitted to realize any capital assets held in the Netherlands 
and repatriate the proceeds ; and residents of the dollar area and Switzerland 
were allowed to repatriate capital held in the form of securities. Belgium 
permits a broadly equivalent degree of freedom in transfers of capital. 

In this sphere the relaxations made by Germany have been particularly 
impressive, as that country maintained until quite recently the strongest net 
of all on transfers of both capital and income from capital. The London Debts 
Agreement, which became effective in September, 1953, provided for the 
resumption of interest transfers on Germany’s contractual overseas debts ; 
and a number of subsequent measures freed transfers of income from all other 
capital assets. The most striking step of all has been the unfreezing of the 
blocked mark balances themselves. All such balances (save only for those 
acquired since March 31 of this year) may now be converted by all residents 
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outside the dollar area into their own currencies at the official rates ; and the 
balances can also be used for transactions within Germany or for payments to 
non-dollar accounts held there. Residents of the dollar area are permitted to 
use their balances to make payments into non-convertible DM accounts. 
German residents have in addition been granted the right to make substantial 
exports of capital themselves and to import notes without limit. 

These relaxations have been made by the “ hard core "’ countries as a part 
of their policy of preparing for full and formal convertibility in the inter- 
national sense by progressively eastng restrictions on the use of their currency 
by their own re sidents—in effect, that is, by implementing a measure of con- 
vertibility on the local, or Swiss, pattern. That, of course, is the policy that has 
also been pursued by Britain, in particular through the limited freeing of 
commodity markets. The one significant divergence between the ways in 
which Britain and the Continent have been preparing for convertibility is in 
treatment of transfers of capital. But this divergence should not impede the 
collective approach. There 1s no reason why the continental countries, whose 
external capital habilities are proportionately so much smaller than Britain’s, 
should not permit free convertibility for all transactions.while Britain main- 
tains at least discretionary control over capital payments. 

It is therefore now certain that any move to the convertibility of sterling, 
whatever its precise form, would be followed immediately by y at least Germany 
and the Benelux countries and possibly by a number of other countries as well. 
Denmark announced in May that it intended to join in any European move to 
convertibility, though since then the country has suffered a substantial deple- 
tion of its exchange reserves. Even Austria, ranking until quite recently as a 
chronic debtor, has improved its balance of payments so swiftly and strikingly 
that it might well feel able to join a European move to convertibility too. 
The Italians have, however, lately been expressing doubts; they do not believe 
that the lira is vet ready for convertibility, and fear that the existence of 
convertible and inconvertible currencies side by side would inevitably lead 
to a revival of bilateral trading arrangements within Europe and would thus 
cause a regrettable contraction of the volume of intra-European trade as a 
whole. A still bigger question-mark hangs over France. The Governor of the 
Bank of France, Mr. Wilfrid Baumgartner, has affirmed his belief that France 
will continue to make progress towards convertibility_; but many other 
observers are sceptical of its ability to do so once the flow of special aid from 
the United States dries up—and that aid has been closely linked to the war in 
Indo-China and ratification of the treaty of the European Defence Community. 


-~ 





WHAT STRAIN SHOULD STERLING EXPECT? 

Britain, for its part, has made it plain that, if it moves, it will do so only 
ina collective approach. And it can now be sure that sterling then would be 
partnered by at least some of the major currencies of Europe. That is a highly 
important assurance, since it means that Europe's appetite for dollar goods and 
dollar balances would not have to be satisfied exclusively at the expense of the 
gold and dollar reserves of the sterling area. To some extent, at least, that 
particular burden would be shared. Yet the very fact that sterling stands 
head and shoulders above the other European currencies as an international 
medium of exchange means that it would inevitably bear the brunt of pressure 
arising from any return to a chronic shortage of dollars in Europe. A vital 
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question for Britain now, therefore, 1s the extent to which Europe can expect 
to maintain in the near future the economic strength 1t has shown for the past 
two years or so. 

The prospect for the European economy, as for the sterling area, is, of 
course, highly dependent on outside influences, and in particular on the course 
of business activity 1n the United States—and that, if somewhat more encourag- 
ing than it was a few months ago, ts still largely unpredictable. But internal 
policy may be more capable of trimming the economy to meet adverse winds 
from abroad than may sometimes have been supposed ; and the shape of 
Europe’s internal economy is certainly healthy at the moment. Inflation has 
been eliminated in virtually every country, and not least in those in which it 
was most marked in earlier post-war years—France, Austria and Sweden. In 
these three countries and five others the official index of the cost of living 
actually fell during 1953 ; and in no European country save Greece and 
Turkey did the index rise by more than 2 per cent. during the year. Moreover, 
this stability was not achieved at the cost of any increase in unemployment ; 
considerable unemployment does indeed remain in Italy, Germany and Austria, 
but basically for reasons connected with special problems in the structure of 
the economies. All these countries increased their production considerably 
during the year ; in the O.E.E.C. countries as a whole industrial production 
rose by around 5 per cent. in the twelve months to January, 1954. Europe, 
like Britain, has made a remarkable success of reflation without inflation. 

Perhaps the most pertinent reason for confidence in the ability of Europe 
to withstand a moderate amount of external pressure lies in its willingness to 
make use of monetary policy. Until 1950 or 1951 only Belgium, Italy and 
Germany had raised their short-term interest rates to check inflation; but in 
the post-Korean inflation they were quickly followed not only by the United 
Kingdom but also by the Netherlands, Denmark and France, and to a less 
extent by Sweden. Since then all these countries have accepted monetary 
policy as a flexible instrument. The course of short-term interest rates has 
accordingly been downward recently, and liquidity generally has increased. 
But the weapons are available to act swiftly against any sudden deterioration 
in the external accounts ; and they are well proven. 

There are, indeed, further signs that a real measure of flexibility has been 
restored to the European economy. Several of the problems of unbalance within 
Europe that appeared so formidable two or three vears ago have now been 
resolved. The chronic creditor position of Belgium, which at one time almost 
wrecked the European Payments Union, has been fully corrected ; the division 
between debtors and creditors in the Union has become considerably less 
marked ; and Europe's balance with the United States has improved despite 
the quite significant recession in American business activity. These achieve- 
ments, which contrast above all with the rigidity of the European economy in 
the early post-war years, are basically the fruits of the eradication of inflation. 
It is this that has made flexibility possible. On present trends, Europe's econo- 
mic position, and specifically its dollar position, appears strong enough for | 
convertibility to be undertaken by at least the major continental currencies | 
without undue risk ; and European governments are as well equipped as can 
be expected to withstand at least part of any subsequent adverse pressure 
themselves. So far as can reasonably be foreseen, therefore, Europe should not 
constitute a drag on a convertible pound. 
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War Loan and Monetary Policy 


OME intriguing questions about the intentions of the monetary authorities 

have been raised in the gilt-edged market in the past month. For the first 

time since interest rates started to recede from the high points reached 
during the crisis of 1951-52 people have begun to wonder whether a deliberate 
drive for cheaper money may be in preparation. And the more speculatively- 
minded have actually been wishing upon the authorities ambitions of a kind 
that could hardly be pursued without awakening echoes of the Daltonian 
phase. These questionings, and the speculative buying of irredeemable stocks 
to which they have given rise, all stem from the further conversion operation 
successfully carried through by the Government early last month. The details 
of this operation, which followed unexpectedly close upon the heels of the 

cash-and-conversion issue of 2 per cent. Exchequer Stock, 1958-59, in early 

June, are discussed in a note on page 61. ‘This article is concerned with the 
wider issues, and will try to test the plausibility of the market surmises by 
considering, first, the sort of monetary policy that they presuppose and then 
the policy that has actually been followed in these past six months, as evi- 
denced by the banking figures for the first half of the year. 

The main strategy of the new operation was unexceptionable. It followed 
up the advantage secured by the shock tactics of early June and brought 
forward by several months the expected attack upon the £535 millions of rf per 
cent. Serial Funding stock due for redemption in mid- Sos ember. The object 
of the first operation, as THE BANKER demonstrated last month, had plainly 
been to prepare the market in the medium dates. It provoked an intense 
demand for stocks dated in the early sixties ; and the authorities promptly 
seized the opportunity to invite holders of the maturing Serial Funding stock 
to convert into a new 23 per cent. Exchequer stock, 1963-64. The stock was 
dear by comparison with stocks dated in the later sixties; but it was none the 
less welcome to the institutions that had feared a replacement stock of up 
to fifteen years life. So far, so good; everyone agreed that, having created 
their opportunity, the authorities were fully entitled to exploit it. 


How JusTIFY CURRENT SPECULATION? 

What set the market talking, and the speculators buying, was the decision 

to offer, alternatively, conversion into a 45-50 year stock, a new 33 per cent. 
Funding Stock, 1999-2004, with dates more remote than those of any existing 
quoted security. It was officially intimated that this was no more than a 
ballon d’essai, intended to test the pressure of the upper atmosphere—on the 
hypothesis that certain types of pension trust funds might furnish a modest 
demand for a stock of this character. The odd fact that this remote stock was 
offered to holders of a maturing short bond tended to confirm this explanation, 
since it made it certain that conversion applications would be substantially 
confined to the “ departments ”’ themselves, who could then re-sell at leisure. 
The market, however, declined to take these indications at face value. It 
could not believe that a stock of this kind would be launched at all unless the 
authorities were cherishing much wider ambitions than the mere testing of 
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the strength of an institutional demand so highly-specialized that it could not 
be large in any Case. 

The popular supposition is that this is the first reconnaissance for a pre- 
paration of the market in irredeemables, so that an assault can be made 
eventually upon a refinancing of the £1,910 millions of 33 per cent. War Loan, 
which has been optionally redeemable since 1952. Within a fortnight of the 
conversion announcement, speculative buying of this stock had lifted it by 
fully 3 points. But even after this speculative rise it still stood at more than 
nine points below par, showing a flat vield of about 3 per cent. The genuine 
rise that would have to occur in the gilt-edged market before it might be 
feasible to attempt any worthwhile conversion of War Loan is therefore very 
ereat. It must be remembered that the conditions for success in any profitable 
refinancing of this mammoth and widely-held stock are not measurable by the 
terms on which it might be possible to sell to specialized institutions relatively 
tiny amounts of unusual dated stocks such as this new Funding loan. And 
since War Loan is only optionally redeemable, the only strong reason for 
wanting to tackle it at all is to get rid of its well-known tax privilege. 

Those who are bidding up irredeemables on this optimistic hypothesis 
should ponder well the conditions that their hopes presuppose. There are, in 
principle, only three ways in which the requisite transformation of the market 
might be brought about: (1) by a strong “natural ’’ rise in the market 

generally ; (2) by a natural rise in gilt-edged plus a strong swing in investors’ 
prefe rences from equities to fixed-interest stocks or (3) by the contrivance of an 
ambitious monetary authority. Hopes pinned to the first process—a strong 
further rise in gilt-edged and perhaps in equities too, or at least without a slump 
in equities—necessarily involve an optimistic view of economic trends and of 
political conditions at home and abroad. More significantly, they also pre- 
suppose a continued increase in domestic prosperity without a new pressure on 
the balance of payments, without a revival of inflation, and without an increase 
in the demand for money. Given the domestic expansion and the revival of 
private savings that have already occurred, this looks a most unlikely con- 
juncture. In effect, it assumes that although business remains prosperous and 
expanding, the public's propensity to save will be greater than its propensity 
to invest, or that there will be a strong fvrther decline in its desire for liquidity. 

The second hypothesis, that there will be a swing from equities to gilt-edged, 
seems at first glance more plausible ; but it must be remembered that a 
powerful movement would be needed to give the requisite lift to gilt-edged 
(and with special emphasis upon the Consol market). To back this hypothesis 
is really to forecast a business recession, and one of a rather unusual kind— 
recession that was not accompanied by strain upon the balance of payments, 
and therefore involved neither a general shock to confidence nor the need for 
a firm monetary policy. This is almost equivalent to forecasting a recession 
caused solely by a failure of domestic demand, which is politically unthinkable 
nowadays. Alternatively, it might be argued that a violent swing from equities 
to gilt-edged might be caused by expectations of an early return of a Labour 
Government that would penalize business and profits and simultaneously try 
to restore ultra-cheap money. It is surely absurd to suppose, however, that 
fears of this kind would be a bull point for gilt-edged in the short run ; and 
investors who sold equities as that contingency approached would be ill-advised 
to reinvest in gilt-edged forthwith. 
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The conclusion must surely be, therefore, that neither of these first two 
hypotheses affords any dependable basis for the speculators’ hopes. The 
speculators should realize, therefore, that their gamble rests mainly on the third 
hypothesis—that the monetary authorities are already committed to a highly 
ambitious conversion policy, and that they will have the will and the power 
and the luck to achieve the supposed goal. These are very large assumptions 
indeed. 

TECHNICAL LEVER—OR CREDIT PUMP? 

There are two contrasting methods by which the monetary authorities 
might deliberately contrive to raise gilt-edged values. The first is the entirely 
legitimate method of technical management, which cannot succeed in face of an 
adverse underlying trend in the market but which can accelerate a favourable 
trend. This is the method that has been used so strikingly in the past twelve 
months or so, and most notably in the two latest conversion operations. The 
very success of those operations is apt, however, to give a much exaggerated 
impression of the technical possibilities. Broadly, the technique is to apply 
leverage to a market in which confidence is already growing—to tighten the 
supply of the stocks that are most in demand, thus forcing investors longer 
(and, if conditions remain propitious, simultaneously raising confidence 
further), and enabling the authorities then to meet the induced demand for 
longer stocks, more or less on their own terms. Provided that the underlying 
basis of confidence is strong, and provided that the authorities do not unduly 
force the pace, this process can be carried through without any net addition to 
the departmental portfolios and even without a lengthening of their average 
life—and sometimes with a net reduction in both. In other words, it involves 
no net injection into the market of newly-created purchasing power. 

If, however, the authorities try to go perceptibly faster than investors want 
to go, such operations inevitably involve the departments in a net intake of 
stock (against created money), or at least in a swap of shorter securities for 
longer ones. It is at this point, if the deterioration in the departmental position 
is more than ephemeral, that their activities would overstep the bounds of 
legitimate technical management and assume the character of Daltonian 
boosting. Irom this it follows that, although the leverage process is repeatable 
so long as conditions stay propitious, the limits to it are set by the preferences 
of investors themselves. Do the current speculators really-believe that inves- 
tors appetites are so strong as to enable the authorities to shift their levers up 
irom the sixties into the seventies and eighties and then to put pressure on the 
market for irredeemables ? The gilt-edged prospect may be improving, but 
have investors’ preferences really been dramatically transformed in these past 
two months ? 

In short, if the current talk of ambitious conversion operations rests on any 
logical basis, as distinct from rather uncritical optimism, it has to presuppose 
that the authorities are prepared to overstep the reasonable limits of sound 
policy and to adopt vigorous forcing tactics that would almost inevitably have 
to be supported by credit creation. It is true, of course, that in the brief 
Daltonian heyday the market itself did much of Dr. Dalton’s work for him, by 
buying vigorously every time he shouted or cracked the whip. These speculative 
purchases proved extremely costly in the end ; but even in the short run they 
could be justified only on the assumption that the Chancellor was prepared to 
go to extreme lengths to attain his goal. The market speculators of today 
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should beware of following that illfated precedent of 1946, for the monetary 
authorities certainly will not do so. It is almost inconceivable, indeed, that they 
will depart even marginally from the circumspect monetary policy that has been 
followed since 1951. This does not mean that money rates cannot fall further ; 
but it does mean that monetary policy will be attuned to “ natural ”’ circum- 
stances and current risks, and that no relaxation is likely to be conceded until 
the justification for it is clearly established. There will be no credit creation for 
the deliberate purpose of artificially boosting gilt-edged. 

It is true, of course, that the volume of money has been expanding steadily 
almost throughout these past two years since the “ hump ”’ of the crisis was 
passed at mid-1952. Ihe end-June balance sheets of the clearing banks showed 
their net deposits at an aggregate of £6,234 millions, a new mid-year peak. And 
their £211 millions growth since mid-1953 slightly exceeded the expansion 

HALF-YEAR 


END-JUNE COMPARISON | AVERAGE COMPARISON 
| Average of Change on 
June, June, Change on | Jan.-June, jJan.-June, 
1953* 1954* Month Year | 1954* 1953 
‘mms. émns. émns. émms. | émmns. mins. 4 
Deposits... .. 6299.5 6533.2 + 198.0 + 233.7 6363.5 - 233.3 3.8 
‘Net  Depositst 6023.3 6233.9 + 129.5 + 210.6 O113.2 - 210.4 + 3.6 
Liquid Assets +» 2902.7 2790.0 + 7O:6 —- H.3 2137.0 j--2 > R65 
34.8 33.0 
Cash xs .« 38a.0 531.3 m.7 + 87.3 518.2 20.6 4.2 
S.I6 &.I3 
Call Money o° 409.1 454-5 - S.5 —~ 14.0 409.5 - 3-3 as 0.7 
. . 7-4 7 +O 
freasury Bills .. 1148.7 1079.9 40.0 — 638.9 1066.1 37.6 36.6 
1S .2 16.5 
Other Bills = 60.4 QO. 3 2.4 20.6 54.2 I7.2 25.7 
‘Risk”’ Assets ~s 9600.3 4548.5 50.5 249.2 j052.6 r47.9 34 
61.9 03.5 
Investments -+ 229004 2982.5 6.8 175.1 2286.3 156.6 7.4 
3IF+Y9 35-4 
Advances .. 1762.9 1837.0 43.7 74.1 1766. 3 —- 42.7 = 0.7 
25.0 25.1 


* Italic figures beneath assets totals are percentages of published deposits. 

+ After deducting items in course of collection. 
experienced in 1952-53 (4206 millions), while contrasting with a contraction 
by £103 millions in 1951-52. The year’s rise of just under 33 per cent. Is not 
large, however, when set beside the growth of production in its phase of 
recovery from the recession of 1952. Moreover, the expansionary impulse has 
this year come not from the government sector, but from the private—in- 
cluding, however, the nationalized public utilities. 

The mid-year level of deposits was, of course, well below the end-1953 peak, 
because the net movement in the first half of each vear is always dominated 
by the big contraction caused by tax-gatherings in the early months of each | 
year. The net decline in this latest half-year was £136 millions, and, like last 
vear s {131 millions, was a good deal less than the normal seasonal contraction. 
But, given the demands of the private sector, there would have been no decline 
at all in net deposits this year if the central government had not been able 
to make much heavier repayments of its indebtedness to the banking system 
than it did in the first half of 1953. 
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In that period the total advances of the clearing banks rose by only {14 
millions, whereas in this past half-year they have risen by £130 millions ; and 
clearing bank portfolios of commercial bills fell last year by £6 millions whereas 
this year they have risen by {11 millions. The banks’ investment portfolios 
last year declined by £12 millions, but rose by £36 millions this year. This 
latest intake of investments, unlike last year’s reduction, should not, perhaps, 
be treated as aftecting the credit supply to the private sector of the economy— 
because the authorities have been net sellers of securities (whether by the 
new issues or through the taps), so that it is reasonable to regard the banks’ 
purchases as the counterpart of official sales, directly or at one or more removes. 
Even on this conservative hypothesis, the private sector’s requirements for 
bank credit have risen during the half-year by some {140 millions, whereas in 
the first half of last year they were on balance virtually unchanged, and may 
even have fallen slightly. 

The contrast between these figures does not mean, however, that the credit 
needs of the private sector, strictly: so defined, have at last begun to rise strongly 
after their contraction in 1952, as they had been expected to do in view of the 
recovery in production and the transfer of many trading and stock- -Carrying 
functions from the government to private enterprise. Rather more than £90 
millions of the difference between the movements in bank advances in the two 
periods seems to have been attributable to the public utilities, because the 
British Electricity Authority has this vear delayed its approach to the market 
and, like the Gas Council, is therefore leaning very heavily upon the banks, 
whereas last year it had by end- June made heavy repayments of bank advances 
from the proceeds of market borrowing during the spring. To judge from the 
detailed quarterly figures of bank advances (made in Great Britain by all 
British banks), the recovery in private demands has been very moderate. In 
the six months to May, the latest date for which figures are available, advances 
to all borrowers other than the utilities group rose by £73 millions, compared 
with a rise of £48 millions in the corresponding months be 1952-53. Ihe total of 
these advances, at £1,772 millions, was £54 millions above the low point 
touched in November, 1952, but only £6 millions above the total for May, 1953. 
The conclusion seems to be that, while delay in making new issues is raising the 
banks’ loans to the public utilities, the activity of private borrowers in the new 
issue market is keeping down bank lendings to trade and industry. Here, 
plainly, is one of the effects of the revival of private savings. 


>) 


‘“DEPARTMENTS”’ AS NET SELLERS OF SECURITIES 

The difficulty, when examining the clearing banks’ figures, of isolating the 
credit demands of nationalized industry from those of the private sector 
proper fortunately does not complicate the assessment of the demands of the 
central government. The figures given above for non-governmental demands 
as a Whole imply that in this past half year the central government has reduced 
its indebtedness to the banking system by fully £275 millions (if the banks’ 
purchases of investments were treated as affording finance for the private 
sector the indicated repayment would be substantially over £300 millions). 
In the first half of last year the repayment probably did not exceed {125 
millions. This increased rate of repayment does, in fact, broadly correspond 
to the improvement in the Treasury’s domestic finances. In the first half of 
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this year the Exchequer's © overall © surplus was £312 millions, or £64 millions 
more than in 1953; its net repayments of tax reserve certificates were {8&7 
millions less, at £45 millions (thanks to the relatively high rate of interest main- 
tained upon them until last month) ; there were no net repayments of savings 
securities ; and a slightly larger sum was secured from the counterpart of the 
rising note circulation—bringing the total visible domestic receipts to slightly 
over £290 millions compared with under {130 millions last vear. These figures, 
it will be seen, coincide closely with the estimated repayments to the banks— 
despite the fact that in both vears rather more than {50 millions of the apparent 
receipts consisted of merely nominal credits from the counterpart of defence aid. 

This means, in effect, that the Treasury has not had to make any net 
demands on the banking system for the financing of Britain’s external surplus 
on current account, which must have been appreciably larger this year than 

last vear, or for the financing of the inflow of foreign funds, which must have 

- en easily the largest since the war. In other words, the Tre ‘asury must have 
been securing substantial sums from net sales of securities (by issues or through 
the ‘‘ departmental’ taps) to the public—excluding the clearing banks’ 
purchases but including any purchases by foreigners. These net sales must 
have been sufficient to cover (1) the amount of the current external surplus, 
(2) the inflow of capital, and notably the Exchange Account’s purchases of 
gold and dollars to provide sterling for this purpose and (3) the excess, amount- 
ing perhaps to £40 millions, of indicated repayments of indebtedness to the 
banking system over the true domestic cash receipts (after allowing for the 
distortion caused by defence aid). 

Given the extent of the buving pressure upon sterling during the half year, 
this is a notable achievement—even though a portion of these sales must have 
comprised Treasury bills taken up by overseas institutions. The upshot is that 
the authorities have avoided the credit expansion that otherwise would have 
resulted from the inflow of foreign funds. The neutralization of that particular 
impetus to expansion was achieved, moreover, during a period in which the 
Treasury cleared away £412 millions of 24 per cent. War Bonds, 1952-54 (bv 
conversion of {341 millions into 33 per cent. Conversion Stock, 1969, and 
repayment of the remainder), converted nearly £292 millions of optionally 
redeemable stock (the £321 millions of Defence Threes called for redemption in 
September) and acquired en route large blocks of the 1? per cent. Serial Funding 
Stock—in preparation, as it proved, for last month's operation. 

All this has been done without giving any hostages to fortune. Though the 
pace of tactical pressure has increased, each position has been consolidated in 
the market before each further advance, so that the authorities have avoided 


the risk that their operations might involve them in a sustained expansion of | 


credit. The technical levers have been worked to the limits of ingenuity; but 
by the credit test the whole policy has been unexceptionable. Is it really to be 
‘supposed that these technical successes have so far turned the Treasury’s head 
that it is about to spoil this good record and plunge into deliberate market- 
boosting? This, in effect, is the assumption the speculators are making, without 
any tangible evidence to support it. But, since the assumption is being made, 


the authorities should now take double care to avoid any action that might lend | 


credence to it—which means that their market tactics should be no Jess cir- 
cumspect than their credit policy. 
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New York Banking in Action 
—And an American View of British Banking 


By Hubert B. Chappell 


How does a typical American bank differ most noticeably—in structure, 
habits and day-to-day life—from a tvpical British bank? A vivid and 
penetrating answer, spiced with anecdote and wit, is here given by Mr. 
Hubert Chappell, Vice-President (in London) of the Hanover Bank, New 
York. Here is a refreshing exception to the rule that the chatty address rarely 
bears reproduction, and THE BANKER gladly marks the occasion by varving 
its own practice: Mr. Chappell’s contribution is printed in substantially 
the form of hrs diverting talk to the London Centre of the Institute of Bankers 
earlier this vear.—ED. 


ERHAPS the most striking difference between American and Bnitish 
banking is that in America we do not have nation-wide branch banking. 
There are a number of reasons for this—the sheer size of the country, the 
inborn fear and suspicion of too much concentration of power in too few hands, 
and the fact that we are a true Federal Union consisting of 48 states, each of 
them a sovereign body in theory at least and to a large extent in practice as 
well. Each state has its own separate political institutions, its own local 
pride, and to a large extent jurisdiction over its own banking establishments. 

British critics of the unit bank system in the United States would do well 
to bear in mind two facts that strike rather close to home. First, a banking 
system that is as heavily decentralized as ours is far less vulnerable than is a 
more highly centralized form to political attack aimed at nationalization. 
Second, even in such a compact and homogeneous country as Britain it remains 
true that no English bank has yet considered it prudent to establish branches 
in Scotland or Northern Ireland, except indirectly and under heavy camouflage 
of name. 

Even within the individual states banking is highly lecalized. Only a few 
of the states, notably California, permit state-wide branch banking within their 
own borders. Most states, including New York, restrict branches to the con- 
fines of town or city in which the principal office is situated. The state of 
Illinois actually permits no branches at all, with the result that the First 
National Bank of Chicago and the Continental [llinois National Bank and 
Trust Company, two of the largest banks in the country*, must each operate 
under a single roof. Fortunately, the Illinois statute runs against lateral and 
not vertical extension, hence the Chicago skyline. 

There are, in consequence, no fewer than 14,500 separate individual banks 
in the United States. This far-ranging multiplicity of units is often held in 
Britain to make the United States banking system structurally loose and 
potentially unstable. Banking solvency in bad times is held to depend on 














* Full details of the comparative size and asset structure of banks in the United States were 
given in a descriptive article entitled ‘‘Changing Trends in American Banking ’”’, published in the 
April issue of THE BANKER.—ED. 
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maintaining a relatively small number of units each large in itself—in other 
words a system of branch banking. People remember the dark days of 1933 
when for a while not a single bank in the United States opened its doors for 
normal business. Could that not happen again? 

In my opinion it could not. There were, it is true, many abuses and imper- 
fections in our banking system. We paid the penalty ; but I think we also 
learned our lesson. The Banking Act of 1933 and a number of related measures 
imposed some very sweeping reforms on our banking system. 

The most important achievement has been to strengthen greatly the cushion 
of the central banking system, the Federal Reserve Banks. The resources of the 
‘“ Fed ’’ were increased by a raising of the ratio of cash reserves that the com- 
mercial banks are legally obliged to hold with their regional reserve banks. 
American banks are thus now forced to maintain a degree of liquidity far 
surpassing that decreed by custom in Britain ; the minimum ratio of cash 
reserves to deposits ranges up to 20 per cent. of demand deposits. Moreover, 
reserves actually maintained have been well in excess of these high 
requirements. 

Another fact that does not seem to be widely realized here—or, indeed, in 
the United States itself—is that we now’ have what amounts almost to a 
Federal Government guarantee of bank deposits. Each insured bank 1s obliged 
to pay an annual premium amounting to one-twelfth of one per cent. of its 
average deposits to a Government-sponsored body known as the Federal 
Deposit Insurance Corporation. For each of its member banks the corporation 
guarantees all single accounts up to $10,000. The claims against the F.D.I.C. 
since its formation twenty years ago have been insignificant in total, and so 
far as I am aware no depositor has suffered loss. 


* 


Let us now bring the Anglo-American comparison from the general down 
to the particular. Just how does a typical British bank difter most noticeably 
from a typical American bank in the form and composition of its balance sheet, 
the type of its business, and, not least, in the methods of conducting that 
business? 

The best way to answer this question is to compare two typical banks. 
They must be typical of their respective communities, neither the largest nor 
the smallest and they must be anonymous. It follows that we must flaunt all 
Board of Trade Regulations, short-circuit all New York State Banking Depart- 
ment requirements, and exercise our sovereign rights as fellow students by 
establishing two altogether new banks. We shall call them the Thames Bank 
(London) Ltd. and the Hudson Bank of New York. We must imagine our 
new creations as just having sprung full-blown into life while at the same 
time as having existed far into the past—a sort of Einstein conception, perhaps. 

What do we find? The first discovery is somewhat surprising. As con- 
stituted at present the Thames Bank is only about twenty years older than 
the Hudson Bank. Each has its roots in a more distant past, and here the 
Thames Bank naturally scores, but only by a margin of about sixty years. 

By far the most striking difference is, of course, in the number of branches. 
The Thames Bank has well over a thousand scattered throughout England and 
Wales as against the mere handful of the Hudson Bank, none of them outside 
New York City. To maintain a large branch system a large statf is needed, and 





wee CD ee 


re 














NEW YORK BANKING IN ACTION __ 87 





we find that the total staff of the Thames Bank is nearly five times that of the 
Hudson Bank. Equally striking is the fact that women comprise half the 
Hudson Bank’s employees but fewer than one-third of those of the Thames 
Bank. And despite the fact that labour turnover is usually higher among 
women than among men, one out of every six employees of the Hudson Bank 
has been with that institution for twenty-five years or longer. 

A comparison of balance sheets shows that the deposits of the Thames Bank 
are between 40 and 50 per cent. larger than those of the Hudson Bank. But 
the Hudson Bank shows a very much higher ratio of capital funds to deposits; 
its total stated capital funds are, in fact, despite its smaller size almost two and 
a half times those of the Thames Bank—which probably maintains larger 
hidden reserves, however, than does the Hudson Bank. Another striking 
feature is that the Thames Bank shows a much higher ratio of advances, 
discounts and money at call to deposits but a lower ratio of cash. Yet despite 
its larger size and its relative preponderance of earning assets the Thames 
Bank does not, surprisingly, show higher absolute net earnings. The actual 
published net profits of the Hudson Bank are between two and three times 
those of the Thames Bank—though when expressed in terms of percentage on 
capital funds the profits of both institutions are of course about the same. 


COMPETITION AND INTER-BANK SERVICES 

One might suppose that the Thames Bank would enjoy an advantage over 
the Hudson Bank through its ability to attract deposits from all over Britain, 
as against what seems the rather parochial field of the Hudson Bank, operating 
as it does only in New York City. This is not nearly so true as might appear 
at first sight. Parochialism has its advantages, too, provided you are in the 
right parish. New York is an extremely important financial centre. If the 
Hudson Bank cannot maintain a branch in St. Louis, neither can the Mississippi 
Bank of St. Louis maintain a branch in New York. But that bank must do 
business in New York—often quite a lot of business. So we hope that they will 
open an account with our Hudson Bank. We will take off their shoulders all 
their problems of clearance of New York cheques, clearance of securities bought 
and sold on the New York Stock Exchange, foreign exchange transactions, 
payments required to be made in New York, all the rest of it. All we ask in 
return is that the Mississippi Bank maintain with us an account of decent 
proportions. If we do our job well we know from experience that their account 
will indeed show decent proportions. And we muts¢ do our job well. Why? 
Because we know that the out-of-town new business men of the Broadway 
Bank just around the corner and the 42nd Street Bank just up the road are 
all actively soliciting the coveted account of the Mississippi Bank, and that if 
we are to hold the account against such competition our performance must 
excel over their promises. Thus the Mississipp1 Bank will enjoy at our hands 
services that we are confident will be no less excellent than those being extended 
by the head office of the Thames Bank to its own branch in Chester. 

In the Hudson Bank we shall have to devote a great deal of attention to 
trustee business, or trust business as we shall learn to call it in New York. It 
will not be necessary for us to set up a separate subsidiary company for this 
purpose, though we may choose to do so. Here in the division known as our 
Corporate Trust Department we shall act as transfer agent or registrar for the 
stock of our corporate customers, and as trustee under their bond issues, pay 
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their dividends and the coupons on their bonds, handle as their agent nghts 
to subscribe to new stock issues, split-ups, redemptions and so forth. 

In our Personal Trust Department we shall act in the administration and 
settlement of estates, handle trusts under wills or during the lifetime of the 
donor, handle guardianships, act as adviser on investments, prepare income 
tax returns, look after real estate mortgages and investments, and finally of 
course hold securities in safe custody and extend all the services incident 
thereto. We shall number among our customers in this field not only individuals 
but also companies, other banks, schools, colleges, churches and insurance 
companies. 

ACTIVELY SOLICITING BUSINESS 

We shall not be content, however, merely to accept such trust business as 
may come to us. We shall go out and actively solicit it. We shall approach all 
our wealthy chents, whether they be individual clients or officials of companies 
with whom we do business, suggesting that they appoint our Hudson Bank as 
executors or co-executors under their wills. We shall explain that our services 
will cost them no more than would similar services performed for their estate 
by an individual, since executors’ fees in New York are prescribed by law. In 
cases where investment discretion is left to the executor, we shall contend that 
the large Investment and Statistical departments that we are bound to main- 
tain are far more competent to select and to service appropriate investments 
than anv individual executor could possibly be. We shall also so equip ourselves 
as to be able to advise companies starting their own pension plans just how 
to go about it, hoping that they may place with us the resultant safe custody 
business. Knowing what large benefactions wealthy men in the United States 
often feel disposed to make for charitable purposes, we shall, through study 
and research, qualify ourselves as experts on the whole philanthropic field, so 
as to be able to advise prospective donors just how their purposes will best be 
served and where their money will do the most good. All we ask in return 1s 
that the resultant fund be administered by us. 

We must face the fact that all this will require a large and expensive organi- 
zation. Consequently we shall put up with no nonsense about performing our 
services free of charge. Our charges will not be large percentagewise, but they 
will be certain. Earnings on current account balances will not be considered as 
due compensation for services in our Safe Custody Department. Each section 
of our business must stand on its own feet. 

Unlike our Thames Bank, our Hudson Bank will not be permitted by 
New York State law to allow overdrafts. The answer “ insufficient funds “ on 
a returned cheque will be a perfectly good answer, without any defamatory 
implications. Of course, we can give loans. Proceeds of the entire loan will be 
credited to the current account forthwith, and the current account must 
always remain in credit. 


SMALL LOANS WITHOUT SECURITY 
We of the Hudson Bank may decide to enter the small personal loan busi- 
ness. Many of our neighbours have. Such loans range from {£1,250 down to 
as little as £20 and are usually repayable in instalments—sometimes over 4 
period of a year but often over as long as two years. We shall have to be con- 
tent with only a modest rate of return, since maximum interest rates on small 
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loans in New York are limited by law. We must therefore go out in search of 
volume. We shall not merely wait for borrowers to come to us. We shall 
actively court them, by advertising in the newspapers and over the radio, by 
placing placards in the Underground (which we shall have to learn to remember 
to call the Subway) and by other methods. If we are repelled at the thought of 
actually encouraging people to borrow, regarding it as the negation of thrift 
and as almost immoral, then we must learn to stifle our revulsion ; for we shall 
find in the United States many eminent authorities and many impressive 
statistics ranged against us. 

If our experience runs along the lines of our competitors in this field, we 
shall find that in terms of amount outstanding only some 15 per cent. of our 
small personal loans are backed by collateral—such as the cash surrender values 
of life insurance, stocks and bonds, or chattel mortgages on automobiles. 
Thirty-five per cent. or thereabouts of the amount outstanding on our small 
loans are with co-makers—1i.e., have third-party guarantees of the loan. The 
remaining 50 per cent. of our loans are neither secured nor guaranteed. They 
constitute selected risks. The borrower must have a job of the sort that exper- 
ience shows is a good risk, and we shall know all about which particular jobs 
are good risks and which are not. Our average loan will be £175 and our 
average maturity nineteen months. 

Small loan business in New York has become big business. Its advocates in 
the banking world consider it safe business as well, if properly handled. Con- 
sider this extract from the Annual Report to Stockholders of one of the largest 
New York banks, a bank that has been engaged in this business for the past 
twenty-five years :—‘‘ Since 1928 more than 6,700,000 of these instalment 
loans have been made for a total of $2,750 millions [this is just under {1,000 
millions}. At present we have 676,000 accounts with outstanding balances 
totalling $303 millions [just over {108 millions]. .. . In good times and bad 
this lending has been justified both by the repayment record and the service 
rendered. It has become axiomatic that ‘ the man with a pay-dav ’ jealously 
guards his credit standing, and losses have remained within } of 1 per cent. of 
the total of loans made.” 


LORD SMITH AND MR. JONES 

Let us now look for a moment at the Annuai Reports to Shareholders issued 
hy the Thames Bank and the Hudson Bank in the names of their Chairmen, 
Lord Smith and Mr. Jones respectively. Lord Smith wili almost certainly 
make use of the occasion to write a thoughtful and provocative report on the 
general economic situation in Britain. It will be quoted all over the country, 
and we may hope that his admonitions to the Government of the day, which 
are not necessarily always couched in the most flattering terms, may have their 
intended salutary effect. Mr. Jones, on the other hand, will probably be much 
more reserved where national affairs are concerned. He does not necessarily 
expect to be quoted, and often he is not even quite certain that he wishes to be. 
Quite possibly his observations on the national scene will be confined to stating 
that taxes are too high, which is a thesis that he is confident will prove non- 
controversial among his shareholders. 

In the matter of his bank’s own domestic affairs, however, Mr. Jones is far 
more outspoken than Lord Smith. For example, he will probably disclose 
complete operating details, giving full information to show just how much of 
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his bank’s income was derived from interest on loans, how much trom income on 
investment securities and how much from commissions, the latter figure being 
sometimes broken down among the several commission-earning departments. 
On the expenses side Mr. Jones may say how much went towards salaries, how 
much to employee benefits, how much to taxes and assessments and how much 
to miscellaneous operating expenses. He will give the total number of employees 
and the average life of the investments held in his bank’s portfolio. He will 
submit progress charts covering a number of years, which may show schematic 
reproductions of the dollar, neatly split in parts to show proportionate income 
and outgo. All this will be printed on glossy paper of fine quality often embel- 
lished with illustrations, in a report carrying an attractively decorated cover. 
Mr. Jones's report is addressed not so much to the citizen, as a large part of 
Lord Smith's often is. It is addressed to the shareholder. For the shareholder 
is in Mr. Jones's consideration not so much an unfortunate necessity as a 
pampered darling. Of course the shareholder may not understand a word of it, 
but that’s his fault, not Mr. Jones's. 


ELMER WASHINGTON REPORTS 
Eventually, it may be supposed, Mr. Elmer Washington, Executive Vice- 
President of the Hudson Bank, who has never previously travelled abroad, will 
be sent to London to make a study of the British banking system for the benefit 
of his Board and to try to obtain the New York account of the Thames Bank, 
which by now has become a very flourishing institution. Mr. Washington, 
unlike most of his countrymen, has time on his hands. He will remain in 
London for several weeks, conscientiously pursuing his assignment. He will 
send back various reports during the course of his stay, but only two of these 
reports need concern us now. The first was sent after he had been in London 

only a few days, and it reads in part as follows:— 


‘““ Arrived by air Friday afternoon after day’s delay at Gander. Found 
to my pleased surprise that Thames Bank open Saturday morning. How 
do these people, with a six-day week, retain their staffs and recruit new ones? 
Lord Smith unfortunately week-ending in Leicestershire, believe shooting 
foxes. Saw H. Westminster-Paddington, Esq., General Manager. He states 
they have maintained account with 42nd Street Bank since 1884, services 
satisfactory, sees no reason to change. He unimpressed by arguments our 
superior progressiveness, 42nd Street’s decadence. Traditionalism apparently 
outweighs self-interest. Unable grasp mentality. 
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‘‘ Westminster-Paddington aloof but very polite. Invited me for week-end 
his home Little Wallop. Met me at station in small inadequate English car. 
Charming family, pretty surroundings, but food and coffee indifferent; con- 
tracted severe chilblains owing primitive heating arrangements. Drinks weak 
but numerous, hospitality unexcelled. Local vicar and maiden daughter came 
for tea. 

‘“ Made several calls this week. Cordial reception everywhere but slow 
progress. Managers not immediately accessible and visible as with us but 
immolated in private rooms. Visitors must be announced, and await manager's 
pleasure in anterooms. Consider extravagant waste of time and space. Banking 
quarters frequently cluttered, poorly lighted. Got stuck twice in small bird- 
cage-like elevators, known here as lifts. This apparently considered. normal 
occupational hazard. 

‘ Astonished at multiplicity of branch offices. On one corner, apparently 
not a very important one, saw branches of Thames Bank, Avon Bank, Tyne 
Bank and Severn Bank, with branch of Ouse Bank just down the road. Suspect 
this more for prestige than profit. 

‘ Stock and bond transfer and delivery system fiendishly complex and time- 
consuming. Clearing House very efficient but services incomplete, since many 
deliveries not cleared but eftected by hand, with bank messengers criss-crossing 
each other all over town. This good for shoe business, which flourishes here. 

‘“ Decimal system unknown. How to figure interest on {1,427 4s. 3d. for 35 
days at 51°, using 365-day basis and allowing for days of grace? Answer— 
use a printed table. Table business also good here. 

‘“ Process of mechanization shows some advance but many branch offices 
still running ledgers by hand. Little progress evident toward centralized book- 
keeping. Cheque book stubs often contain no space for striking new balance. 
Customers’ statements of account often submitted only quarterly. No general 
practice of advising customers of credits received for their account. Apparently 
individual depositor here either very incurious or very forbearing. On other 
hand, statements when submitted and accompanied by returned vouchers often 
hst names of payees, laboriously handwritten. Unable ascertain why this 
considered necessary. 

‘“ Busv socially. Have witnessed cricket and swan upping. Much prefer 
latter. Wall report further. 

Elmer Washington.”’ 


Several weeks pass by. Various new matters have arisen to engage Mr. 
Washington's attention, and he has proftted from the enforced prolongation of 
his stay in London by continuing to study and to observe. At length his 
agenda is completed and his mission accomplished. Just before leaving for 
home he sends the following final dispatch :— 


Negotiations begun last week with Bank of England, Thames Bank, Board 
of Trade, Ministry of Supply and Avon Processing Company Ltd. on behalf 
Swanee Manufacturing Company Inc. successfully completed to-day—at 
amicable meeting at Bank England where all interested parties represented by 
competent officials with power to act. Airmailing copy of signed undertaking 
contained on single sheet of typescript. Solicitors’ fees fractional to expecta- 
tions. Have verbal agreement from Thames Bank assuring necessary financing; 
consider verbal assurance adequate. 

‘“ Received your cable approving my recommendation for establishing London 
branch of Hudson Bank, corner Lombard and Threadneedle Streets. Thames 
Bank giving fullest co-operation on all organization and operating problems. 
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Consider this extraordinary as we a potential competitor, but they apparently 


take different view. 

‘ Formalities of branch establishment astonishingly simple. No government 
permits required—repeat none. Received indication that Bank England will 
appoint us authorized dealers and authorized depositaries, with powers in 
these fields identical with those of Thames Bank. 

‘Lord Smith broached, unwisely I feel, project for establishing branch of 
Thames Bank in New York. Felt obliged to discourage him, and outlined 
reasons why consider idea impractical. He attempted draw opposition between 
my reply and what he has heard of American hospitality. Told him that 
referred to social hospitality, and advised him never confuse pleasure with 
business. 

‘““ Have been presented by Bertie Westminster-Paddington with subscription 
to Punch as birthday present. Please inform wife if first copy arrives before 
my return, do not—repeat not—return to sender. Please enter on my behalf 
annual subscription to New Yorker magazine for Bertie, address Bankers Rest, 
Little Wallop, Eastmorlandshire. He promises to conceal copies when curate 
calls. Incidentally that was not the vicar whom I met at Bertie’s. That was the 
curate. The vicar was having tea at Lord Smith's. 

‘Saw parts of county cricket match at Lords Monday, Tuesday, Wednes- 
day, Thursday and Friday. Match a draw, owing insufficient time to complete. 
Found it rather entertaining. Delicious crumpets served during tea interval. 

‘ Correction earlier report. Have ascertained foxes not shot but pursued on 
horseback and killed by dogs, known here as hounds. 

‘“ Have cancelled air passage. Instead returning tomorrow via Queen Mary 
with stunning new British sports car, for use Connecticut week-ends. Necessary 
CD.3 form executed by Thames Bank without charge. See you next week. 

Klmer Washington.” 


Ten days later the following message is filed by Mr. Washington with the New 
York office of the Eastern United Cable Company, who by now have come to 
regard him as one of their most cherished customers. 


‘ Westminster-Paddington, 

Care [Thames Bank, London. 

‘ Delighted to acknowledge receipt of payment $100,000 from 42nd Street 
Bank for credit new account with us in name of your great bank. Please assure 
Lord Smith, all your associates, of our finest attention to your interests at all 
times. We arranging cable remittance {£35,000 for credit to new American 
sterling account your books in our name please acknowledge. Prevented, by 
uncontrollable circumstances from reporting personally on performance of 
new car but Elmer Junior tells me it’s running fine. Trust you can prolong your 
torthcoming business trip to New York from one week to fortnight, in which 
case hoping take you to see big league baseball game, City of Washington, 
Danny Kaye, Rocky Mountains, Statue of Liberty, Miami Beach, Radio City, 
and restaurant known as Twenty-One. Please bring your own skis ; I will 
provide bathing costumes. See you soon, best personal regards. 


Elmer.”’ 


And so—an American has viewed British banking. An Englishman 1s about to 
view American banking—if Mr. Washington’s social programme leaves him 
time. The exchange, we may feel sure, will be to their mutual and lasting 
advantage. 





The Savoy Case 
By Spencer (,. Maurice 


HE publication of the Report on what is now evervwhere known as the 

Savoy Case by Mr. E. Milner Holland, Q.C., the Inspector appointed by 

the Board of Trade*, officially concludes a matter that has aroused extra- 
ordinary interest not confined to the Citv and Lincoln's Inn. It is less certain, 
however, whether it will likewise conclude the public discussion. The issue is 
one of high importance for the sate-guarding of the rights of shareholders, and 
despite the findings of the inspector, doubts have since been expressed— 
notably in questions in Parliament—about the adequacy of the protection 
afforded by the existing law. The Report therefore merits close scrutiny, not 
only for its conclusions upon the facts of this case and upon the propriety of 
what was done by the directors of the companies concerned, but also for the 
light it throws upon the present state of lawf. 

The Inspector was concerned particularly with the formation, on behalf of 
the board of the Savoy Company, of Worcester Buildings Company (London), 
Limited, and the transfer to that company of the freehold of the site of the 
Berkeley Hotel, and his terms of reference contained the following direction : 
“In particular the Inspector shall report whether or not, in his opinion, the 
persons concerned with the management of the hotel companies, in entering 
into or promoting the transactions referred to above, committed any breach 
of their duty to the hotel companies or the members thereof”’. 

Although the general outline of those transactions and the facts that led 
up to them are fairly well known, a brief recapitulation is desirable before 
considering the legal issues. Early in the month of October, 1953, dealings in 
the stock of the Savoy Hotel Ltd. suggested the probability of a take-over bid. 
The Savoy Company owned the whole of the authorized capital of four other 
companies, the Berkeley Hotel Company Ltd., New Claridges Hotel Ltd., 
simpsons-in-the-Strand Ltd., and Beaufort Construction Ltd. The directors 
“came to the conclusion that the most probable aim of the person or persons 
seeking to obtain control was the exploitation of the valuable properties of the 
companies in preference to the continuance of the hotel and réstaurant business 
as they had been carried on in the past’ The most likely objective was the 
Berkeley Hotel, the trading profits of which had for eight vears shown a steady 
and somewhat rapid decline. The directors, fearing that the unknown buyer 
might, if he gained control, force upon the Savoy group a policy whereby the 
Berkeley Hotel might be lost to it, sought to forestall any such move by form- 
ing, with two of themselves as its first directors, the Worcester Company, 
which should replace the Savoy Company in its control of the Berkeley Com- 
pany, Simpsons-in-the-Strand and Beaufort Constructionf, and from the 





*The Savoy Hotel Limited and The Berkeley Hotel Company Limited: Investigation 
under Section 165 (7) of the Companies Act, 1948 : Report of Mr. E. Milner Holland, Q.C. 

t+ The wide economic aspects of the problem of ‘“‘ take-over ’’ bids were fully discussed in 
THE BANKER last January, in an article by Mr. Harold Cowen, ‘* Why Attack Take-overs?’’. In 
a further article in that issue, ‘‘ Legal Aspects of Take-over Bids’’, Mr. Spencer Maurice commented, 
inter alia, upon the powers of directors in this context.—Ep. 
_ } Hereinafter reference will be made to the case of the Berkeley Company only : the cases of 
Simpsons-in-the-Strand and Beaufort Construction are in all material aspects similar. 
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control of which a buyer of Savoy stock could be successfully excluded. 
The Worcester Company had an authorized capital of £650,000 divided as 
follows: 

(1) 540,000 41 First Preference shares, entitled to a 3} per cent. non-cumu- 
lative preferential dividend, and, subject to the limited dividends of the other 
classes of shares, to any profits of the company that 1t might be determined to 
distribute over and above those limited dividends; and, in a winding-up, to 
priority as to repayment of capital and to the whole of the company’s assets 
after re payment of all the capital paid up. Save in respect of an alteration of the 
company’s regulations directly affecting the rights attached to them, these 
shares carried no right to attend or vote at any general meeting of the company. 

(2) 100,000 £1 Second Preference shares, entitled, subject to the preferential 
dividend pavable on the First Preference shares, to a 6 per cent. non-cumulative 
preferential dividend, and, subject to the prior capital repayment rights of the 
First Preference shares, to repayment of capital in a winding-up in priority to 
the Ordinary shares, but to no other participation in profits or assets. These 
shares conferred upon each holder one vote on a show of hands and one vote for 
each share of which he was the holder in the event of a poll. 

(3) 200,000 Is. Ordinary shares, entitled, subject to the preferential dividends 
payable on the Preference shares, to a non-cumulative dividend at such rate, 
not exceeding 6 per cent., as the company should determine to distribute, and, 
subject to the prior capital repayment rights of the Preference shares, to 
repayment of capital in a winding up, but to no other participation in profits 
or assets. Like the Second Preference shares, these shares conferred upon each 
holder one vote on a show of hands and one vote for each share of which he was 
the holder in the event of a poll. 

The Berkeley Company then sold the Berkeley Hotel and certain adjacent 
premises to the Worcester Company for a purchase consideration of £388,000 
satistied by the issue to the Berkeley Company of 323,000 First Preference and 
65,000 Second Preference shares in the Worcester Company ; and that company 
granted to the Berkeley Company a 50-vear lease of the Berkeley Hotel, 
whereunder it could not, without the consent of the Worcester Company, be 
used otherwise than as a hotel and restaurant. Except for four shares taken 
up by the subscribers of the memorandum of association, all the Ordinary 
shares of the Worcester Company were taken up by three trustees of the Savoy 
Company's Staff Superannuation and Benevolent Fund, these trustees being 
the Chairman of Directors and Man. ging Director of the Savoy Company, 
the senior partner of the firm that acted as the $ Savoy Company’s auditors and 
the partner who attended to the company’s business, and the medical prac- 
titioner who was called in to attend employees and guests at the group’s hotels. 
It may be observed that, while the Fund had appeared in the Savoy Company's 
accounts since 1921, no trust of any kind was attached to it until a declaration 
of trust was executed on December 4, 1953—three days after the conclusion of 
the contract between the Berkeley Company and the Worcester Company. 
Clearly there was nothing objectionable to the attachment of binding trusts 
to the Fund, but the purpose behind the declaration of trust at that particular 
juncture is sufficiently obvious not to require comment. 


These transactions. it will be seen, radically altered the effective control of | 


the properties in question. Previously, the stockholders of the Savoy Company 
indirectly controlled the use of the voting power of the Berkeley Company 
shares and so, ultimately, the mode of carrying on the business of the Berkeley 
Company. Afterwards, because the Berkeley Company’s shareholdings in the 
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Worcester Company carried only 65,000 votes out of 300,000 at general meetings 
of that company, the stockholders of the Savoy Company could not control 
enough votes to free the Berkeley Company from the restriction imposed on 
the user of the Berkeley Hotel and its site. 

The Inspector found that these transactions were carried out with the 
purpose of denying to the majority holding voting control of the Savoy Hotel 
Ltd. the power, by any exercise of that control, to cause the Berkeley Hotel to 
be sold, or used for any purpose other than that of a hotel or restaurant. He 
also found that the directors, in putting those transactions into effect, genuinely 
believed that they were acting in the best interests of the Berkeley Company 
and the Savoy stockholders, and that they received clear legal advice that they 
were entitled to act as they did. But he nevertheless came to the conclusion 
that it was an invalid use of the powers of management conierred on the direc- 
tors to exercise those powers as they did. It is in this finding that the interest of 
the case lies ; but it must be remembered that the Inspector’s opinion carries 
less weight than the force of law, and that eminent Counsel—on whom, as the 
Inspector agreed, the directors were entirely justified in relying—was of a 
contrary opinion, provided that the directors acted bona fide. The Inspector 
did not find it pertinent to enquire into the circumstances in which the directors 
subsequently bought, at a very high price, the Savoy stock that had been the 
subject of the dealings in October. It would be interesting to know also the 
motives of the bank that provided the very considerable necessary finance. 


MOTIVES BEHIND DIRECTORS’ ACTIONS 


There is no question that what was done was, in the light of the articles of 
the Berkeley Company, intra vires both the directors and the Company, and 
it was therefore argued that the transactions could not be attacked unless it 
appeared that the directors had not exercised their powers bona fide. It was 
also said that the directors of the Worcester Company would have been bound 
to control the company in the interest of all the shareholders including the 
preferential shareholders and that, if they had managed the company’s affairs 
in a manner contrary to the interests of the holders of the First Preference 
shares, those shareholders could have brought about the compulsory winding 
up of the company under the “ just and equitable ’’ rule (Companies Act, 1948, 
section 222 (f) ). The Inspector took the view, however, that this proposition 
was “ contrary to the principle repeatedly stated by the Courts that where the 
management of a company is delegated by the articles to its directors [as in 
the present case}, the shareholders cannot, in the absence of bad faith on the 
part of the Board, interfere with the exercise by the directors of the management 
so delegated to them ; they must in such a case either remove the directors 
from office and appoint others or amend the articles of the company so as to 
withdraw the delegation of authority to the directors’. Several cases were 
cited in support of this view, notably the judgment of Greer, L. J., in John 
Shaw & Sons (Salford), Limited v. Peter Shaw & John Shaw [1935], 2 K. B. 113, 
134. In fact, of course, it was a primary object of the scheme to exclude from 
the First Preference shareholders of the Worcester Company power to remove 
directors or amend the articles; but it may be observed that the trustees of the 
Benevolent Fund could hardly, in their fiduciary position, have refused any 
offer for their ordinary shares that would have been to the advantage of their 
cestuis que trust. 
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The Inspector concluded, however, that the facts that the scheme was 
intra vires the Berkeley Company and its directors, and that the directors 
acted bona fide, were not enough to establish the legal validity of what had 
been done ; to decide the question of validity, it was legitimate and relevant 
to look to the object and purpose behind the exercise by the directors of their 
powers. In support of that conclusion he referred to Percy v. S. Mills and 
Company, Limited [1920|, 1 Ch. 77, where, 1n spite of the fact that the directors 
were, as is usual, given power, without any express restrictions, to issue unissued 
shares, Peterson, J., held that this did not entitle them to issue further shares tc 
themselves and their friends in order to keep eff the board persons whom they 
did not think suitable to be members of it, even though in so doing they were 
acting in what they conceived to be the best interests of the company. In this 
connection it is interesting to note that the Savoy directors had considered the 
possibility of subdividing and issuing unissued shares in the Savoy Company 
so as to give themselves greater voting power, but were advised against it by 
Counsel, who presumably had the Piercy case in mind. . 

The reasoning in the Prercy case, the Inspector said, might “ fairly be 
stated as follows : the directors were given the power to issue unissued shares 
in order to raise further capital when required by the Company; they were 
not given that power in order to enable them to affect the voting at meetings 
of shareholders. Therefore, an exercise of the power for the latter purpose was 
invalid, irrespective of bona fides’. He proceeded to apply that ratio decidendai 
to the case of the Berkeley Company. He construed the words in the articles, 
‘ The business of the Company shall be managed by the Board’ as meaning 
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that the directors’ powers were given to them for the purpose of managing the 
business of the company, and their exercise of them in order to render irre- 
vocable for all time the policy view of the existing Board was, in his opinion, 
‘in principle not distinguishable from an issue of shares to affect voting power, 
and, however proper the motive behind it . . . not a purpose for which those 
powers were conferred on the Board. Powers conferred by the shareholders 
on directors for the purpose of managing the business of the Company cannot 
be used for the purpose of depriving those shareholders of such control as 
under the regulations of the company they may have over the Company's 
assets. 

In the January issue of [HE BANKER, the present writer put forward the 
view that although directors, who cannot command a majority, run a serious 
risk in taking on their own initiative drastic steps that should morally, if not 
legally, first receive the sanction of the company, those who can command a 
majority vote are virtually unassailable. The Savoy scheme was not submitted 
to the shareholders in general meeting for their approval before it was put into 
execution, and as it was shortly afterwards abandoned it became unnecessary 
for the shareholders to be asked to ratify it. But the Secretary of the Savoy 
Company, in a letter to The Times (July 6, 1954) has said that when the directors 
met the shareholders in April of this year an overwhelming vote of contidence 
was passed in them. Admittedly, this was not tantamount to ratification, and 
the Inspector was doubtless right in not referring to this meeting in his Report, 
but it does suggest that, had the directors gone to the shareholders before the 
transactions were complete, or immediately afterwards, they might have 
obtained endorsement of their plan. It is submitted that in that case it cannot 
be doubted that what the directors did would have been valid, since the endorse- 
ment of a general meeting must be equated to a grant of express powers. 

Since the publication of the Report some consternation has been expressed 
because the Savoy directors were able to adopt what is suggested to have been 
a high-handed attitude towards the shareholders’ rights, and the law has been 
criticized as insufficiently clear in a matter of great importance. It is submitted 
that, once it 1s accepted that the acts of directors do not become immune from 
attack merely by reason of being intra vires and carried out bona fide, no 
difficulty arises. Although Prercy v. S. Mills and Company, Limuted, stands 
alone as a judicial authoritv for looking to the object or purpose behind an act 
intra vires and done bona fide, it is authority enough. In the circumstances 
no amendment of the Companies Act appears necessary, but the Government 
has indicated that it is ‘‘ keeping the matter under consideration.’ 

The safety of the shareholder les in the fiduciary nature of the director's 
office. The lines of attack available against a director who has not the support 
of a majority vote were indicated in the January article, and need not be 
repeated here. It was pointed out that even a minority shareholder may 
successfully attack if there has been fraud ; and the Report has justified the 
view then put forward that the acts of directors may be set aside even though 
they act Lona fide in what they believe to be their company’s best interests. It 
is perhaps pertinent to observe that it was only the chief buyer of Savoy stock 
who took any steps to impeach what the directors had done. Subsequently, in 
agreement with him, the scheme was abandoned : but, had it not been, there 
is good reason to suppose that he would have prosecuted proceedings and, had 
he managed to muster 2 majority vote, would have succeeded therein, 
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The Commonwealth Finance Company: 


A First Appraisal 
By Gordon Lee 


HE projection of the Commonwealth Development Finance Company, it 

will be recalled, was first disclosed at the time of the Commonwealth 

economic conference held in London in December, 1952. Indeed, 1n the 
final communique from that gathering, amid all the lofty exposition of the 
aims and principles of the so-called Commonwealth “ plan’ for sterling and 
for Commonwealth development, the announcement of this project was the 
sole promise of definite and early action. It was to be one of the means of 
assisting the financing of investment projects within the Commonwealth 
that might be expected to strengthen the balance of payments of the area as 
a Whole. The company was formally incorporated four months later, in 
March, 1953; but it staved in its chry salis until the beginning of this year. 
Only recently has sufficient information become available to make possible an 
appraisal of its first activities and of its likely future réle in the London capital 


market and in Commonwealth finance. The C.D.F.C. has now completed three | 


investment operations; it has issued a commendably full report with its first 
accounts; and it has supplemented this by a lengthy memorandum on the 
policies it intends to follow. 

Any examination of these policies must begin with a description of the 
company’s capital structure. C.D.F.C. was incorporated with an authorized 
capital of £15 millions and with powers to borrow up to twice that amount 
—precisely the same form and size of capitalization, it is interesting to note, 
as that adopted in 1945 by the Finance Corporation for Industry (which, of 
course, was likewise sponsored in part by the authorities and in part by 
private enterprise). The capital of C.D.F.C. is divided into 8,250,000 " A” 
{1 ordinary shares owned by a wide miscellany of companies and finance 
houses, and 6,750,000 £1 “‘ B”’ ordinary shares, all of which are owned by the 
Bank of England. So far a call of 30 per cent., or £2,025,000, has been made 
on the Bank's shares, while only a 10 per cent. call (£825,000) has been made 
on the “A” shares. It is stipulated, moreover, that all the “ B”’ shares 
must be fully paid up before any further call is made on the ‘“‘ A’ shares. 
Equal rights are, however, carried by the “A” and ‘ B”’ shares in all other 
respects, including voting. The group that has to date subscribed to the 
‘A shares comprises 34 of Britain's leading industrial and commercial 
companies (all of them undertakings having considerable interests in_ the 
Commonwealth), 160 shipping companies, 13 mining companies (largely the 
finance houses), and 17 accepting and 11 issuing houses (whose subscriptions 


are little more than nominal). No single paid-up subscription to the “Av | 


shares exceeds £50,000 and most are less than £10,000. 


Pete ses es 


The most weighty financial backing for C.D.F.C. thus comes at present | 


from the Bank of England, but the importance of its participation is not, 
of course, measurable merely or even mainly by the cash it puts up. It gives 
to the C.D.F.C. a stature that is of incalculable advantage in dealing with all 
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other parties—and most notably, perhaps, in its relationships with lenders, 
such as the joint-stock banks. And, indeed, the nature of C.D.I.C.’s business 
will probably induce it to seek finance from the banks, or even on fixed- 
interest capital in the market, before it looks to its ‘“‘ A’’ shareholders for 
further subscriptions. 

The extent to which C.D.F.C. will be able to rely on bank loans will 
necessarily be largely dictated by the proportion of its funds that is invested 
in equities; the corporation's appropriate source of risk capital is clearly its 
own shareholders. Accordingly, it may be expected to support equity invest- 
ment by making further calls on the Bank of England ‘‘ B”’ shares rather 
than by raising debentures or bank overdrafts. In the next few years, 
however, equity investment is likely to form only a limited proportion of 
C.D.F.C.’s portfolio, so that for some time to come its needs for finance will 
probably be met by borrowings. If the time does come when the company’s 
own capital resources are fully extended, and if demands upon it for equity 
finance then still continue to grow, there ought in those circumstances to be 
no difficulty in finding more British companies willing to back the venture by 
taking up “A” ordinary shares. But, for the time being at least, C.D.F.C. 
itself does not regard its ordinary shares as appropriate for subscription by 
private Investors. 

This prospective reliance by the company for its future finance, first on 
the Bank of England, then on the joint-stock banks and finally on limited 
individual subscriptions from British companies, is largely dictated by its 
projected réle in the London capital market in financing Commonwealth 
development. The C.D.F.C. considers that its primary purpose is to supple- 
ment, and not to compete with, existing lending institutions. Many develop- 
ment schemes in the Commonwealth are being—and will continue to be— 
financed through government loans, through normal market channels for 
private investments and through corporate investment in overseas subsidiary 
companies. C.D.}I.C. has been set up essentially as a reserve force available 
to reinforce the efforts of first-line troops. Only when existing institutions 
leave a gap in the line does C.D.F.C. come in. 

Such a gap is likely to exist for projects that are so long in coming to 
fruition and then offer only so meagre a return that they are not attractive 
to commercial lending institutions. The risks of loss on these projects may be 
no greater than the risks involved, say, in financing a developing gold mine 
in the Orange Free State, but the likely eventual rewards may be too small 
for the projects to form appropriate outlets for private equity capital. 

The types of projects for which the C.D.F.C. is most likely to be the best 
source for new money can be classified in four main groups. First, there are 
the enterprises so new and untried that an issuing house would not be able to 
find sufficient private subscribers. The period of gestation may be too long to 
attract such investors; C.D.F.C. will be available to nurse promising projects 
of this kind if other agencies cannot do so. Secondly, there are projects where 
the need is for long-term capital provided in instalments over a long period 
of time, involving firm commitments to subscribe new money at specified 
dates in the future—a type of business that appeals to neither a life office 
nor an issuing house. Thirdly, the success of certain schemes may demand 
llexible terms of loan repayments that may not be acceptable to commercial 
institutions that wish to retain their investments for clearly defined periods, 
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inally, where the total amount of capital needed is too large to be handled 
by existing institutions alone C.D.I.C. may be able to put up the balance. 

There are two main reasons why C.D.F.C. may be in a position to invest 
in development projects that fail to secure full support from other institutions; 
it can raise over £8 millions in equity capital from the Bank of England which, 
it may be presumed, does not reckon upon early or high returns on that 
capital; and the rest of the company’s shareholders carry a pooled risk on 
what thev doubtless mostly regard as a small stake in an enterprise that may 
further their wider interests in Commonwealth trade and finance. 

The existence of C.D.F.C. also brings with it some intangible benefits that 
can never be reflected in its balance sheet. Its address in Cornhill will serve 
as a post-box to potential developers and borrowers in the Commonwealth 
who do not know their way to the London capital market. Apart from 
providing finance itself in appropriate cases, the company may furnish a link 
between certain types of borrowers and other lending institutions. It may 
encourage sponsors of development schemes that otherwise might be stillborn 
for the lack of the right technical and financial advice: its services as con- 
sultant could become of particular importance. And if, ultimately, it itself 
invests in such projects, it may encourage others to follow. In its early years 
C.D.F.C. may have to lean on the advice of older and more experienced insti- 
tutions, but once it is firmly established the cachet of its approval may become 
as important as the actual sums it invests. 


CO-OPERATION WITH WORLD BANK 

Nowhere is this of greater importance than in the links that are already 
being forged between the company and the International Bank for Recon- 
struction and Development. Sooner or later, C.D.F.C.’s acceptance of a 
development project will carry a good deal of weight with the World Bank, 
and may accordingly be instrumental in increasing the flow of dollar capital 
into the Commonwealth. Indeed, the very first investment announced by 
C.D.F.C.—that in the Sui Gas Transmission Company—was linked with a further 
investment in that Pakistani company by the World Bank. The C.D.F.C.’s 
willingness to invest 1n equities provides special scope for co-operation between 
the two institutions. Such investments can be linked to loans from the 
World Bank, which by its articles is excluded from taking up equities and 
can lend to private enterprises only when the loans are guaranteed by the 
vovernments of the member states concerned. When it works in association 
with the International Bank, or is financing projects that involve considerable 
non-sterling outlays, the C.D.F.C. will usually limit its finance to the amounts 
it knows will be spent in sterling (though such finance will not be “ tied ” to 
expenditure within the sterling area); under such joint arrangements the 
World Bank may be able to provide the funds for outlays in the dollar area. 
The scrutiny of applications for its facilities presents C.D.F.C. with special 
problems. As in the main it will be contributing to the finance of develop- 
ment schemes that the rest of the London capital market hesitates to support 
in full, the company must vet each application with minute care. So far it 
has not experienced any deluge of applications. Its managing director, 
appointed in January of this year, is Mr. J. G. Beevor, who has had con- 
siderable experience of new issue business in the City. The criteria applied 
by Mr. Beevor and his small staff in their assessment of the worth of a develop- 
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ment project embrace not only the orthodox tests but also far-ranging 
questions of wide economic policy that fall quite outside the compass of the 
considerations affecting an issuing house or private investor. The C.D.F.C. 
has in the first instance to satisfy itself that the new development is likely to make 
some contribution to an improvement in the sterling area’s balance of payments. 

The first two investments undertaken by C.D.F.C., announced in February, 
in the Sui Gas Transmission Company and the Electricity Supply Commission 
of South Africa, can indeed make only an indirect contribution of this kind. 
But the company’s third investment, announced in its first report issued in 
March, should make a direct and sizable contribution. This investment 
consists of a loan, of {14 millions, to the South African Industrial Cellulose 
Corporation, “ Saiccor ’’, a newly formed company owned in equal parts by 
Courtaulds, Snia Viscosa of Italy and the Industrial Development Corporation 
of South Africa. The company will manufacture dissolving pulp by the bi- 
sulphite process, and its entire output, estimated at 44,000 short tons a year, 
will be sold under long-term contracts to Courtaulds and Snia Viscosa. This 
scheme will effect a direct saving in pulp imports from outside the sterling area 
and will create a new export to Italy. 

Once it has satisfied itself that a projected development scheme can help 
to bring about an improvement in the sterling area’s balance of payments, 
C.D.F.C. has to apply some further tests. In its explanatory memorandum 
the company says quite specifically that financial assistance will be considered 
only in the case of applicants who (1) are unable to raise the necessary capital 
within the area in which the development is taking place; (2) can in appro- 
priate cases show that they have provided a reasonable amount of capital 
from their own resources and that they have raised as much as can reasonably 
be expected through the normal market channels; (3) have or can furnish 
expert management for their undertaking; and (4) submit projects offering 
reasonable prospects that they will be remunerative. 

In keeping with this fairly stringent framework of operation, C.D.F.C. has 
already turned down one application that it felt could be best handled through 
normal market channels; but its first investment—that to Sui Gas—seems to 
be more in keeping with the spirit of its self-imposed conditions than its second 
operation, that in the Electricity Supply Commission of South Africa 
(“ Escom ’). The Sui Gas Transmission Company, newly incorporated in 
Pakistan, is to transmit natural gas through a pipeline from Western Pakistan 
to Karachi, providing fuel for industrial and agricultural installations in that 
area. [he total cost of the scheme is estimated at {9 millions. Of this sum, 
{4 millions has been subscribed in ordinary shares—about 49 per cent. by 
C.D.F.C. (investing {1 million) and Burmah Oil and about 51 per cent. by the 
Pakistan Industrial Development Corporation and private investors in 
Pakistan. The remaining £5 millions is to be raised by a loan from the World 
Bank. The loan to ‘‘ Escom ’’—£2 millions on a 5 per cent. loan stock at 
an effective issue price of 983—falls outside the normal scope of the C.D.F.C.’s 
activities as that company, being already well established, might be expected 
to raise the new money it needs through normal investment channels, either 
in South Africa or in London. But the fact that the loan follows on those 
already made locally and a loan of $30 millions made by the International 
Bank illustrates, as do the other two investments, the supplementary nature 
of C.D.F.C.’s lending policy. 
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The explanatory memorandum issued by the C.D.F.C. sets out some of the 
considerations that underlie the conditions it imposes in its investment policy. 
The company’s primary purpose is to help to finance development schemes 
undertaken by private enterprise, and the directors do not therefore consider 
public utilities as very suitable fields for investment. Yet the company’s first 
two investments were in just such projects—and C.D.F.C. is not likely to be 
loath to take up a small stake in the Kafue Gorge hydro-electric scheme. 
Another preference of the directors is for direct investments; but tn their 
memorandum they remark that “ hitherto “ investment in other development 
corporations ‘‘ has been considered not to be the right method of investment 
of C.D.F.C.’s funds, which should rather be directed to specific projects ' 
‘Hitherto '’ is an odd word; it seems to imply that the directors are now 
contemplating just such an investment. 

The C.D.F.C.’s role as financier of ultimate recourse tor Commonwealth 
borrowers in the capital market clearly demands a flexible approach towards 
the terms on which it arranges its investments as well as to the type of invest- 
ment undertaken. Its memorandum shows that the directors are indeed 
willing to employ almost every device open to a finance company or an issuing 
house. Where it participates in a medium-sized issue that is unsuitable for 
a Stock Exchange quotation or for subsequent resale or placing, C.D.F.C. 
will usually expect to retain the securities until final maturity; but in a few 
cases 1t may hold itself open to accept repayment (probably at a small 
premium) at an earlier date. Where the investment is in the form of share 
capital, C.D.F.C. will normally accept a limited interest until the enterprise 
has grown sufficiently to allow a reconstruction of its capital, and a realization 
of the C.D.F.C. investment to advantage. The company will normally accept 
larger issues only if they are from the outset quoted securities, or 1f thev will 
qualify later on for quotation or for placing with other institutions; and it 
reserves the right to require a promise that steps to this end are taken when the 
enterprise is firmly established. 

In its first few years, it is the intention of C.D.F.C. to limit its investment 
in equities; most of its portfolio will consist of loan stocks, though some of 
these may carry rights of conversion into share capital at a later date. 
Usually such loans will be for periods varying from five to fifteen vears, but 
the company is prepared to consider unsecured loans: (either with or without 
a guarantee) as well as mortgage debentures. C.D.F.C. 1s clearly anxious to 
build on the foundation of a reasonably secure, albeit low yielding, portfolio 
ef loan stocks. 

The return that the Bank of England and the private shareholders in C.D.F.C. 
can expect will accordingly be both slight and slow in coming to maturity. 
At the same time, the company will not be able to offer cheaper terms to 
borrowers than those that might be offered by other institutions tor com- 
parable projects (though in fact many of the company's projects may not 
present any relevant comparison with the market). This dual trugality 1s 
forced on the C.D.F.C. just because it is its primary function to take up 
investments that the rest of the capital market is not anxious to accept. It 
is able to do so because its shareholders are willing to accept a long and not 
very rewarding pull. It is in this sense, and this sense only, that C.D.F.C. 
backs projects outside the range of commercial profitability. 
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The Recession and the Sterling Area 
By A. R. Conan 


HE general expectation that a recession in the United States would involve 

serious difficulties for the sterling area has not, so far, proved correct. 

The gold and dollar reserves have not fallen. No emergency measures have 
been needed to buttress the sterling-dollar balance of payments. There has 
been no crisis, as in the recession year of 1949, but, on the contrary, a wide- 
spread belief that sterling is now strong enough to justify an advance towards 
convertibility. In the circumstances it seems worthwhile to gauge the impact 
of the current United States recession on the sterling area, and to see why the 
difficulties that seemed inevitable have not yet been encountered. 

It is true, of course, that the contraction in the United States economy 
has up to the present been relatively small; there has been no severe or wide- 
spread slump. Industrial production fell, on a seasonally adjusted basis, by some 
10 per cent. between the summer of last year and the early spring, since when it 
has been picking up. This is broadly equivalent to the fall in 1948-49. It is 
true also that, contrary to expectations, the onset of the recession did not 

TABLE | 
U.S. IMPORTS OF CERTAIN PRIMARY COMMODITIES 


Volume Value 


FIRST QUARTER 


1953 1054 1953 O54 
Various measures $ millions 

Rubber en 7 ea 379 308 Qs 53 
Wool v uy i 101 40 OS 33 
am és jt a re 20 If 54 32 
Cocoa oa a a 177 IS4 45 73 
Tea .. = nF ia I 3 14 12 If 
Burlap a a sa I 30 117 24 20 
Sisal .. a a os 44 41 12 . 


occasion a heavy and general fall in the prices of primary products; and some 
commodities produced by the outer sterling area have remained particularly 
firm. But notwithstanding these favourable factors, it would certainly be rash 
to neglect or under-estimate the effect of the factors acting directly on the 
balance of payments of the sterling area. This has been very much as fore- 
cast. It was generally supposed that the major impact of the recession would 
be on dollar exports; it is now clear, from the figures available for the first 
quarter of the current year, that a sharp reduction has, in fact, taken place. 
In the first three months of 1954 United States imports (from all countries) 
of such major dollar-earning commodities as wool, rubber and tin were, as 
Table I shows, very much smaller than a year earlier. Purchases of rubber and 
tin were down by approximately 20 per cent. in volume, while imports of wool 
were less than half those a year earlier. 

In terms of dollar earnings the reductions are even more striking, since 
rubber and tin prices have fallen also. This is reflected in the third and fourth 
columns of Table I. In the first quarter of 1953 United States imports of rubber 
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and wool reached nearly $100 millions in each case; this vear the comparable 
figures were little more than $50 millions, while for tin the reduction was 
from over $50 millions to little more than $30 millions. The significance of a 
reduction in dollar earnings of this magnitude—which, it must be remembered. 
reflects the results of only one quarter’s trading—needs no emphasis. In the 
circumstances it must be regarded as very fortunate that certain important 
dollar earners of the second rank, such as cocoa and tea, have not shared in the 
downward trend. For both these commodities the quantum of imports has 
been fully maintained. Moreover, mainly because of limitations on the supply 
side, prices have actually risen appreciably, so that both commodities earned 
more from sales to the United States in the first quarter of the current year than 
a vear earlier, although the increase in absolute terms was considerable only 
for cocoa (sales of which rose by $25 millions). 

The effects of this general fall in U.S. imports have, as is evident from 
Table II, been spread pretty generally throughout the overseas sterling area. 
The reduction in dollar earnings during the early months of this year was for 
all countries appreciable, for some severe. Care must be exercised in drawing 
conclusions from figures for a relatively brief period such as three months, 
though it is in these early months of the vear that the overseas sterling area 
normally earns most dollars. The figures do therefore afford some quantitative 
indication of both the extent and the location of the impact of the recession. 

The force of the impact has varied in different sectors of the sterling system, 
and, as might be expected, the variation 1s linked closely to the different 
commodities exported by those sectors. United States imports from Australia 
and New Zealand, for example, fell especially heavily as a result of the low 
level of wool purchases—from $50 millions in the first quarter of 1953 to $33 
millions this vear, a reduction of approximately one-third. On the other hand, 
for India, Pakistan and Ceylon as a whole the reduction in exports to the 
United States was much less marked, partly because of the buoyant sales of 
tea and the relatively limited reduction of U.S. purchases of jute; thus the 
total of these countries’ sales to the United States fell by little more than 
10 per cent., although for Ceylon, for which rubber ranks next to tea as a : 
dollar earner, the reduction was as much as 25 per cent. The dollar earnings . 
of the East and West African colonies and Malaya together also fell heavily— 


but primarily on account of the fall of fully $28 millions in the sales of Malaya, 
for which rubber and tin are, of course, especially important as dollar earners. ‘ 
East and West Africa, in contrast, for which cocoa is the main dollar export, , 
suffered only a small reduction in dollar earnings. In the aggregate, exports \ 
from the overseas sterling area as a whole fell by over 20 per cent. f 
This picture in its detail is clearly not encouraging if it should fairly repre- ( 
sent the probable trend for the rest of the current year. There are, however, d 
two further points to be noted that may modify the general conclusion to be re 
drawn. In the first place, it is no longer true to-day that the sterling area‘ \ 
dollar exports consist mainly of primary products. The United Kingdom now le 
earns, with industrial exports, about as much as the overseas sterling area, and ir 
this may impart to the total dollar balance an element of stability hitherto b: 
lacking. In 1953, for example, a marked reduction in the dollar exports of the St 
overseas sterling area was offset to the extent of $100 millions by the increase 
in the earnings of the United Kingdom, and for the first half of 1954 dollar ar 


exports from the United Kingdom have declined by only about ro per cent.' th 
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as compared with last year. Secondly, it 1s noteworthy that the removal! 
by South Africa of discriminatory restrictions against dollar imports was not, 
at least during the early months of this vear, followed by any inrush of dollar 
goods, while United Kingdom exports to the Union have so far been fully 
maintained. If this trend continues it should, taken in conjunction with the 
continuing increase in South Africa’s gold output, enable it to maintain its 
contribution of surplus gold to the dollar pool at or even above recent levels. 

The implications of all these trends can perhaps best be grasped by relating 
them to the figures for the dollar pool. Table III purports to represent the 
amounts that each member country contributed to the pool or drew from 
it on its direct dollar account (that is excluding dollar transactions made 
by the United Kingdom on account of the balance with the European Pay- 
ments Union or with other non-dollar areas). Official data of these actua! 
transactions with the pool are available for the United Kingdom and the 
Colonies, Australia and India; for the other countries shown the figures repre- 
sent in each case the balance of payments with the dollar area (including 


TABLE II 
LS. IMPORTS FROM STERLING COUNTRIES 


(S millions) 
FIRST QUARTER 


[Imports from [953 [54 
United Kingdom es ms oa [34 If2 
Australia 37 2 
New Zealand [3 5 
India... $a - ad - H2 5 
Pakistan ne es is 4 Ss 7 
Cevlon .. by ne 4 +3 10 7 
Malaya _ = _ ea O2 34 
sritish West Atrica .. - ss 30 32 
British East Africa .. < 7 [2 
South Africa .. se ea oe 20 23 
Total Sterling Area .. ai “s 447 355 


current and capital items). It is assumed that the whole of any net surplus 
was pooled and that aggregate deficits were covered by drawings from the pool. 

Two major features are apparent in the figures for 1953, the latest available. 
First, the United Kingdom and the Colonies together earned the appreciable 
surplus of $350 millions. Secondly, India, Pakistan and Ceylon as a group were 
no longer in deficit (in 1952 this deficit had exceeded $150 millions). But there 
were also less satisfactory features. The contribution of the Colonies has fallen 
from nearly $500 millions in 1951 to little more than $300 millions in 1953 
(not much above the contribution in the poor year of 1949). The Australian 
deficit, too, was for the second successive year in marked contrast to the good 
results recorded in 1950 and 1951, when a net contribution was achieved. 
New Zealand's performance, although an improvement on 1952, was also much 
less satisfactory than in the boom years; moreover, that dominion’s dollar 
imports are to a significant extent paid for in sterling and figures for the dollar 
balance computed on a ‘‘ country of origin ’’ basis show no such surplus as is 
suggested by the figures in the table. 

At best, therefore, the outturn for 1953 was not uniformly satisfactory— 
and 1953, it must be remembered, was as a whole a year of peak activity in 
the United States. Moreover, a detailed scrutiny shows that these results them- 
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selves were appreciably bolstered by special factors and did not therefore indi- 
cate a real improvement in the viability of the sterling system. Two of these 
factors call for special note. In the first place, direct dollar grants from the United 
States were again of dominating importance. The United Kingdom alone 
received defence aid totalling approximately $300 millions, whereas its total 
dollar surplus, even after allowing for net capital receipts of $68 millions, was 
only $58 millions. India and Pakistan also received grants amounting to 
about $150 millions; the greater part ($127 millions) represented aid from the 
U.S. Government, mainly in the form of wheat for Pakistan, while the balance 
consisted of aid from Canada under the Colombo Plan and grants from the Ford 
Foundation. Furthermore, disbursements from the proceeds of loans to sterling 
countries from the International Bank amounted to about $100 millions during 
the vear; this total included $45 millions for Australia and smaller amounts for 
other members of the pool, as well as $25 millions for South Africa, enabling 
the Union to contribute gold at a rate higher than might otherwise have been 
possible. 

The total surplus of the whole sterling area with the dollar area amounted 
in 1953 to close on $500 millions. As this included some net capital receipts, 


TABLE III 
CONTRIBUTIONS TO AND DRAWINGS ON THE DOLLAR POOL* 


($ millions) 


1950 IQ5I 1952 1953 
lnited Kingdom .. _ és 120 -—1479 359 55 
Colonies a ot + 430 486 386 308 
Australia ns ea — i 31 29 — 50 — 60 
New Zealand ha a a 21 23 I S 
India. . - 7 7 es 77 - F2 — 118 ST 
Pakistan a! - a .. - &I4 —- 74 — 41 — 21 
Ceylon - a , O2 30 I 18 
Southern Rhodesia = s 4 Q 32 25 
Irish Republic a ea 7 11 —- 45 -— 28 —- 16 


* Excluding foreign members of the system, and not taking account of dollar transactions 
with non-dollar areas. The basis of compilation is described on page 105. 
+ January-November. 

and unilateral grants amounting themselves to $500 millions, the current earn- 
ings of the countries participating in the dollar pool did not, in fact, cover 
outgoings. It would plainly be unreasonable to expect better results in the 
current year, marked as it is by the effects of the recession and a reduced 
level of foreign aid from the United States. 

In fact, the partial data already available for the early months of 1954 do not 
indicate any serious or widespread deterioration in the dollar balance of the 
sterling area, although this must be attributed for the most part to reductions 
in dollar imports. Thus the decline in the United Kingdom's dollar exports 
has not yet involved any increase in the adverse balance of trade with the dollar 
area largely because imports of dollar grain have fallen heavily (presumably 
reflecting in part the disposal of stocks by the Ministry of Food). Australia 
in turn has been able to keep its adverse balance on dollar trade just below 
last vear’s figure for the first four months of the year through continuing 
restriction of dollar imports; but in New Zealand the dollar balance for 
January-March deteriorated sharply as compared with a year earlier, and 
since then restrictions on dollar imports have been relaxed appreciably. For 
India, Pakistan and Ceylon as a whole the dollar account for the first quarter 
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of this vear should show an appreciable improvement upon 1953. In India and 
Pakistan supplies of food grains are at present adequate and these countries 
can accordingly now dispense with the very large imports of dollar grain needed 
in earlier years (although the consequent relief to the balance of dollar payments 
will not be correspondingly large, since a substantial proportion of these 
imports was financed by specific dollar credits). Ceylon’s surplus on dollar 
trade for January-March fell by 10 per cent., but this was offset by the unusually 
vood results tor April. In the case of the Colonies, still of vital importance as a 
dollar earner for the sterling pool, it does not seem probable that reductions in 
imports can offset to more than a minor extent the recent heavy reduction in 
dollar earnings. 

But whilst the outturn thus far may be considered reasonably satisfactory 
in the face of the United States recession, it is only prudent to take account 
of the possibility of a further deterioration—especially as it seems doubtful 
whether dollar imports can be indefinitely restricted to present levels. It is not 
difficult to envisage that the United Kingdom’s adverse balance on current 
account with the dellaz area may rise fren the 1953 figure of $300 millions 
(excluding defence aid) to perhaps $500 millions in 1954; while the surplus of 
the Colonies seems, on present trends, likely to fall to something under $250 
millions. On this basis the combined deficit of the United Kingdom and the 
Colonies would be of the order of $250 millions. It is, moreover, not easy to 
envisage, 1n the light of the results of the past year or two, any marked surpluses 
being earned in 1954 by any of the main sectors of the rest of the sterling area. 
Australia and New Zealand combined must now be running a considerable 
dollar deficit on current account; the deficit last year amounted. to $100 millions 
and in somewhat similar circumstances 1n 1949 it was of the order of $150 
millions. In India, Pakistan and Ceylon, another important sector of the 
sterling svstem, it might be unwise to over-estimate the degree of stability that 
has been attained; even if these countries taken together are not now drawing 
on the dollar poo], equilibrium is dependent on a balance between food supplies 
and requirements that remains rather precarious and that might easily be 
upset by one or two bad seasons. On the whole, therefore, the probable outturn 
for 1954 seems, on present evidence, to be a large deficit, on true current 
account, for the United Kingdom and the Colonies combined, plus a further 
deficit of unknown dimensions attributable to the other members of the pool. 
To offset these deficits there should be available gold suppliés from South Africa 
of perhaps $150-200 millions (which would represent some increase on supplies 
In recent vears). 

This assessment is no more than provisional, based on recent trends. It 
may be that these trends will not continue: there is some (though not very 
much) evidence that the United States recession may be coming to an end. 
But the outcome is still quite uncertain; and it seems only right to take account 
of the possibility that the adverse trends already evident may be intensified. 
In the meantime some preliminary conclusions may be drawn from the data 
reviewed above. 

In the first place, it should be borne in mind that even in 1953 the sterling 
area Was unable to earn a surplus on dollar account, the recorded surplus being 
Wholly attributable to the receipt of unilateral transfers to the dollar pool. 

Secondly, although the effects of a fall in dollar exports have for the time 
being been masked by a reduction in dollar imports, much of this has been made 
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possible by factors that may not endure. Dollar imports in 1953 were ex- 
ceptionally low; and the progressive easing of import controls must, in time, 
be expected to result in considerably larger dollar expenditure. 

Thirdly, the results for the early months of the current vear indicate not 
only a highly adverse trend but one that was already more marked than that 
In 1949 as a whole. In that year United States imports from the sterling 
area fell by 17 percent.;in the first quarter of the current vear the reduction 
was no less than 20 per cent. It is noteworthy, too, that the traditional pattern 
of American recession has again emerged, in that sterling area trade has been 
aftected to an exceptional degree; U.S. imports from non-sterling countries 
have fallen by less than Io per cent. 

finally, on the assumption that the American recession will continue to 
aftect the sterling area’s dollar exports as adversely as it has done in recent 
months, there appears to be little ground for the belief that it is now practicable 
to move towards convertibility to any considerable extent. If, as seems quite 
possible, the members of the pool are at present unable to balance current 
outgoings by current earnings, it follows that anv additional drain could be 
met only from reserves or unilateral grants of one kind or another. [t might 
reasonably be concluded that a balance of this kind ofters no firm basis for the 
introduction or maintenance of sterling convertibility. 


British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


HE Venetian stvle of Victorian architecture was brought into fashion 
primarily by John Ruskin’s Stones of Venice. This remarkable book, with 
its magnificently drawn illustrations, opened up to young Victorian 
architects such as Waterhouse, architect of the Prudential buildings in Holborn, 
stvles hitherto almost unknown in England. 
~ So persuasive is Ruskin’s eloquence that it is small wonder that the effect 
of the book on architectural practice was immediate. ‘‘ Discs of marble and other 
details of Italian Gothic crept into many a London street front and in the 
suburbs this mode of decoration rose rapidly into favour,’ writes Eastlake in 
his history of the Gothic revival, in his description of the ‘ Streaky 
Bacon Stvle’’. Ruskin himself, in the course of time, regretted the results of the 
fashion he unwittingly set—but too late. All over the country, town halls, 
easworks, hotels and churches were built in the Venetian manner. Nowadays 
this architectural style may be enjoyed in the same way that we enjoy other 
Victoriana, without for a moment mistaking it for great architecture. 

It is certain, at any rate, that Lothbury is very much enlivened by the 
Venetian Gothic building of the National Bank of Australasia. It is placed 
between the classical Wren church of St. Margaret and the modern classical 
facade of the Westminster Bank—a cuckoo, as it were, in a classical nest. Here 
are all the elements that Ruskin introduced—black marble coiumns, voussoits 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 
The National Bank of Australasia, Lothbury 


of pink and white stone, cable moulded pillars to corners. The building also 
provides an interesting reflection on Victorian economy; the side of the bank 
running alongside the church is richly carved and inlaid whereas that hidden 
by the church is of common or garden London brick. Yet this is a very good 
building none the less; it may be seen as fighting a rearguard action on behali 
of a hopelessly lost cause, the gaslit ideals of a century ago. 
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NORTHERN IRELAND: 


An Economic Survey 


The Last Depressed Area 
By C. F. Carter 


NE person in every thirty-seven of the population of the United Kingdom 

lives in Northern Ireland ; but for the past three vears the province has 

contained one in every ten of the unemployed. The percentage of 
insured workers unemployed has, of course, long been greater 1n Northern 
Ireland than in the United Kingdom as a whole ; but whereas the disparity 
Was quite small at the depths of the Great Depression of the ‘thirties, the 
unemployment rate is now, at around 6 per cent., twice as high as in Scotland, 
over twice that of Wales and four times as great as in the United Kingdom 
as a whole. Ulster has some claim, therefore, to be regarded as the last of 
the Depressed Areas. The tide of full emplovment, which has reduced the 
stubborn unemployment problems of South Wales or Tyneside to trivial 
dimensions, has indeed been felt across the Irish Sea, but it has been too weak 
to give the full lift that the Ulster economy needs. 

The situation is by no means a simple one. Many local business men have 
the utmost difficulty in obtaining competent skilled workers ; past unemploy- 
ment has left behind it an excess of the unskilled. This is a problem shared by 
all the old depressed areas, but for a number of reasons it is particularly serious 
in Northern Ireland. Distance imposes a barrier to migration to areas where 
even unskilled workers can hope to find jobs and develop skills. Such migration 
is no doubt ruled out for many by age or family responsibilities, but it may also 
be impeded by the low standard of living that many Irish workers have had 
to endure throughout their lives. This makes subsistence on unemployment 
benefit or assistance, plus the proceeds of family allowances, less intolerable 
than it might be felt to be in most other areas ; there is no contrast with past 
comfort to impel the unemployed worker to move far from home in search of 


work. Somewhat similar conditions, in this respect, can be found in Britain mn | 


towns such as Liverpool or Glasgow in which unskilled Irish labour tends to 
find a haven. 


Another influence tending to freeze Ulster’s employment. situation 1s | 


perhaps the Border, which divided towns from their hinterland and narrowed 
the markets for the industry of both North and South. Even after more than 
thirty vears the scars of this surgical operation remain. This does not mean, 0! 


course, that it would be any advantage to substitute another Border dividing | 


Northern Ireland from Great Britain ; that would certainly make the problem 
a good deal worse. Only a Customs Union of the Republic of Ireland with the 
United Kingdom could undo the harm done by partition ; and this change, 


—_ — 


IQ 


=< 
—s 








VORTHERN IRELAND: “iN ECONOMIC SURVEY 1] 








which would of course be ruinous to the industries of the Republic, is now out 
of the question. 

These two special influences, the immobility of labour and partition, cannot 
however be more than subsidiary causes of the persistence of unemployment 
in Ulster. Nor can the Northern Ireland government be charged with any 
inactivity in tackling unemployment. The assistance available to industry 
has been more extensive and varied than that provided in the Development 
Areas of Great Britain. Grants and loans are given to new industries being 
established in the province ; factories can be built by the Government and 
leased, rates remitted, and basic services provided and developed. Additional 
housing for workers can be provided, through the Northern Ireland Housing 
Trust and the local authorities, and the speed of building both factories and 
houses is probably faster than in Great Britain. Moreover, the fact that new 
industries are welcomed and assisted by the Government, and are less tied by 
the planning restrictions that affect the more crowded parts of the Kingdom, is 
in itself a considerable inducement. In addition, money is available to help 
finance the equipment of existing industries, and there is a general subsidy on 
industrial coa! ; these aids have no parallel in Great Britain. Finally, the lower 
rates of estate duty may have some small effect in maintaining the continuity 
of family businesses. 

Nor can it be claimed that Northern Ireland is shabbily treated by the rest 
of the United Kingdom ; indeed, it enjovs privileges that may well make 
Scottish and Welsh mouths water. The financial arrangements between the 
provincial and Imperial governments, described in detail in the ensuing article, 
give the Northern Ireland Government substantial autonomy in spending 
while also allowing it the right not merely to provide services equal to those 
in Britain but to spend additional money in making up “ leeway’. The 
Northern Ireland government can readily claim such leeway as a ground for 
additional activity in many directions; and it has done so. Examples are the 
high rate of house building in the post-war period (supported by rates of subsidy 
at about the Scottish level, which is higher than that for England) and the 
generous treatment of University education. 

The root of the problem of unemployment is embedded in the industrial 
structure of the province. About 12-15 per cent. of the unemployed are 
registered as agricultural workers, principally because they occasionally obtain 
casual employment on the farms; a similar proportion appears under “ building 
and contracting "’, no doubt because casual employment is often available on 
building sites. In fact, however, the agricultural labour force consists pre- 
dominantly of farmers and their families working small family farms. As in the 
Republic of Ireland, there flows from the country areas a stream of younger 
sons and daughters who cannot be supported on the family farm. When this 
stream is impeded in its course, unemployment tends to rise in the rural areas. 

Nearly a quarter of the insured workers outside agriculture are attached to 
the textile and clothing industries. The majority are in the linen industry, and 
it is the decline of this industry that exerts the main depressing influence. There 
is unhappily no reason to suppose that the world will become more willing to 
pay the necessary premium for the special qualities of linen fabrics. The trend 
is rather the other w ay, and the Northern Ireland industry will thus be com- 
pelled to turn increasingly to other fibres. The 1952 depression reminds us, 
however, that all sections of the textile and clothing industries can be unstable 
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and bitterly competitive. Furthermore, Northern Ireland has a large stake 
in another industry whose future is most uncertain—shipbuilding. These 
heavy commitments to fickle industries contribute to the unemployment 
problem both directly and indirectly, since thev lessen the general] stabi‘tty of 
the local market, and thus make it less attractive to industries that might be 
set up to cater for local needs. 

The solution to this problem evidently should he in diversification ; and 
the Government can claim some successes 1n achieving this during the last few 
vears. A notable example has been the setting up of a large new factory at 
Larne by the British Thomson-Houston Company: But it remains an open 
question whether a policy of balanced industrial development can keep pace 
with the growth of population and the decline of older industries, and whether 
it can go further and abolish the existing unemployment problem. If it cannot, 
then the answer to unemployment can lie only in heavier migration—with all 
the attendant social disadvantages and political dangers. 


THE PRICE OF INTEGRATION 

An important disadvantage of the Ulster economy is that it tends to lose 
both ways from its remoteness. Transport costs, both on incoming raw materials 
and on exported products, are extremely heavy. Yet this does not necessarily 
serve to protect the local market—of close on a million and a half people, half 
of them living in or near Belfast—from the competition of industries in Britain. 
Many consumer goods are sold at a uniform price throughout the whole United 
Kingdom, since it pays the manufacturer in Britain to absorb transport costs 
in order to gain a marginal addition to his sales in the distant markets. A 
newspaper flown from Glasgow or London, for example, still seils at the same 
price in Belfast. Only in the manufacture of the heaviest goods is there any real 
security for local firms against competition from firms in Britain. 

Ulster’s close integration in the economy of the United Kingdom as a whole 
brings it another disadvantage. Local firms and farmers were once able to 
keep their place in export markets, in Britain itself or overseas, by paying 
lower wages. But in recent years there has been an unmistakable tendency for 
wage rates to rise to the levels paid in Britain, and the former advantage has 
been largely or wholly removed. Higher wages do, of course, bring higher local 
purchasing power, but this is spent largely on British, not on local, goods. 
Uniformity of prices and wages in the United Kingdom thus exercises a powerful 
centralizing tendency on industries. There is no advantage in manufacture in 
Belfast if it is necessary to pay transport both ways, Birmingham wages, and 
still be vulnerable to the competition of established Birmingham firms. 

What, then, is the solution? One obvious lesson is to concentrate on 
encouraging the industries that manufacture products with a high value in 
relation to their weight, since these suffer least from the disadvantage of 
distance. Examples are light electrical engineering and instrument manufacture. 
Another need is to endeavour to minimize the disadvantage of distance. The 
high cost of coal, for instance, appears to be due as much to the zonal pricing 
policy of the National Coal Board as to actual distance from the collieries. 
There is a well-supported suspicion that the general costs of transport across 
the Irish Sea are too high; terminal costs of handling at the ports have risen, 
but there is also evidence of inefficient working by the operators, whose rates 
are fixed by agreement. 
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Any action on these lines could, however, only mitigate the disadvantages of 
veography, not remove them. Two possibilities remain. Either Ulster industry 
and agriculture must be subsidized by the rest of the United Kingdom, or 
Ulster must offset its disadvantages by a straight increase in competitive 
efficiency. Subsidization is already being tried, both through the measures for 
the encouragement of industry mentioned above (which go to reduce the 
Imperial Contribution) and through a new subsidy to offset transport costs on 
agricultural produce (the details of which are still unclear). This type of subsidy 
is in nO Way a temporary prop for an infant industry, later removable. It may 
be justified on grounds of social policy (the prevention of decay of rural com- 
munities) or of strategy (the need for home-produced food) ; but never on 
grounds of economic efficiency. 

There remains the solution of competitive efficiencv—the application of 
intelligence, skill and knowledge, both in industry and government, to over- 
come the adverse factors. There is no lack of good business qualities in Ulster, 
and the hard experience of depression weeds out the inefficient and leaves no 
room for carelessness of cost. But these qualities, backed by vigorous Govern- 
ment help, will have to be applied over many years before they can overcome 
the disadvantages set out above—especially if, as appears likely, the older 
industries decline still further. On the most optimistic assessment it appears 
that it will be some time before Northern Ireland can securely reach even the 
Beveridge standard of full employment, of three per cent. unemploved. 


The Financial Structure 
By Peter Robson 


HE state of Northern Ireland's local finances does not as a rule attract 
any general interest outside the Province. THE BANKER last turned its 
attention to this subject five vears ago, when the late Minister of Finance 
discussed a number of aspects of Northern Ireland’s budget.* This year the 
budget—introduced as usual in the early part of May——-has again merited 
wider attention. In the first place it is the first budget for which the present 
Minister of Finance, Mr. Brian Maginess, can be said to be responsible; it has 
accordingly been scrutinized for any indications of changes in policy. Secondly, 
it is the first to follow last year’s emerging financial crisis, which was reflected 
in a precipitous decline in the size of the Province’s Imperial Contribution. 
Finally, it is the first to appear after the publication of the return relating to 
Revenue and Expenditure in England, Wales and Scotland for 1952-53, pre- 
pared as a result of the recommendations of the Catto Committee.t 
The Provincial budget must always be considered in the background against 
which it is framed—an economy with a considerably higher level of unemploy- 
ment and a lower average level of personal income than the rest of the United 
Kingdom. That background is discussed fully in the preceding article. Finan- 
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* Financial System and Capital Problems of Northern Ireland,” by J. M. Sinclair, in THE 
BANKER of September, 1949. 
tSee Report of Committee on Scottish Financial and Trade Statistics, Cmd. 8600. 
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cially, the upshot is that, while Ulster is not classed as a Development Area, 
it is treated as such by the Imperial and Northern Ireland governments, which 
give financial assistance to industry on lines similar to that available for 
Development Areas proper. Moreover, certain additional measures of financial 
assistance to industry are in force, and still others are now in prospect. 

Northern Ireland’s budget and finances operate under a unique framework 
of co-operation with the Imperial Treasury. The bulk of Provincial tax 
revenue is ‘‘ reserved '’—that is, it is imposed and collected by the Imperial 
vovernment at uniform rates, and subsequently attributed to the Provincial 
exchequer. But some taxes are imposed by the Provincial government, which 
also retains control of the revenue. These taxes !nclude estate duties, entertain- 
ments duty, and motor vehicle and stamp duties, the accruing revenue being 
known as ‘‘ transferred revenue’. Finally, the Provincial exchequer receives 
certain special payments under the Social Services Reinsurance Agreement 
with the Imperial government. These payments are designed to cover the 
greater part (some 80 per cent.) of the excess costs of providing the ‘ non- 
insurance ’’ social services and the health services in Northern Ireland over 
their cost per head of population in Great Britain. Any difference in the cost 
of the insurance services is reimbursed to the Provincial government in full by 
the Imperial exchequer. 

The expenditure of the Provincial government falls into two broad cate- 
gories. The bulk is on account of the services for which it 1s responsible. 
These include health, insurance, labour, education, local government, agricul- 
ture and industry. But the Provincial exchequer also pays over to the Imperial 
exchequer the cost of the few services reserved to the Imperial government; 
and in addition the “ Imperial Contribution ’’ towards the cost of Imperial 
or general state services such as defence. 


PRINCIPLE OF PARITY 

This contribution is determined by the principle, evolved since the estab- 
lishment of the Provincial government in 1921, that it should amount to what 
is left over after providing for complete parity with Great Britain in the 
provision of social services, and relative parity having regard to special local 
needs in the provision of otherservices. This assumes parity in the burden of 
taxation with Great Britain. It has also been agreed that, where the standards 
of social services in Northern Ireland have not reached the level of those in 
Great Britain, additional capital expenditure may be incurred to make up 
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the leeway. Finally the Simon " agreement of 1938 provides that, if a deficit 
occurs in the Provincial government's budget that is not the result of a higher 
standard of expenditure or a lower standard of taxation, the Imperial govern- 
ment will find means to make good the deficit. Parity of taxation and parity 
of services may thus be said to be the principle underlying Northern Ireland's 
finances. Differences in the interpretation of the principle are settled bv 
consultation between the Imperial Treasury and the Ministry of Finance, and 
the Joint Exchequer Board is in the background to mediate in case of difference. 

Ulster’s estimated expenditure and revenue for 1954-55 is set out in Table I. 
[t will be seen that more than 8o per cent. of the total estimated revenue of 
{7 millions represents “‘ reserved ” tax revenue, which accrues from income 
tax and customs and excise duties. Consolidated Fund Services and Supply 
Services (which relate to services administered locally) are expected to absorb 
{58 millions, some 75 per cent. of total expenditure, and the provision for the 
Imperial Contribution, £125 millions, some 16 per cent. of the total. 

This budget is incomplete in some respects and would need to be adjusted 
in a number of ways to form a basis for a comprehensive comparison of expen- 
diture and revenue in Ulster and Great Britain on the lines of the principles 
outlined above. The method of attributing Northern Ireland’s revenue from 


TABLE I 
ESTIMATED REVENUE AND EXPENDITURE IN ULSTER IN 1954-55 
Revenue Expenditure 
£000 , LOO» 
Transferred : Consolidated Fund Services 3,435 ; 
Tax Revenue... és 4,035 6 Supply Services a -. 54,345 ri 
Non Tax Revenue is 2,555 3 Reserved Services - 5,540 : 
Reserved : [mperial Contribution .« Be go0 ( 
Tax Revenue... .. 61,625 SI 
Non Tax Revenue ve 3,801 5 
Social Services Reinsurance 
Agreement 2 a 3,500 5 Surplus mal - - 53 
70,200 IO0O 70, 200 [00 


reserved taxation has the effect of somewhat understating the local con- 
tribution. [he Province is not credited with any duty paid on locally owned 
securities transferred through London, nor with revenue derived from local 
contributions to British football pools. 

Estate duty provides a more serious anomaly. The arrangement is that 
the duty accrues to the country in which the property is situated. And since 
Ulster residents own considerably more property in Great Britain than residents 
in Great Britain own in Ulster, the local contribution to national revenues on 
this head is understated. The Catto Committee suggested a revised basis of 
attribution for these three sources of revenue which, if adopted in the Pro- 
vincial budget, would increase revenue by up to 41 million. On the other 
hand, food and some agricultural subsidies, which probably absorb something. 
like {5 millions annually, find no place in the budget. These items must be 
taken into account in assessing Ulster’s net Imperial Contribution. 

A substantial part of Ulster’s expenditure on supply services is determined 
by the obligation to pay cash social benefits at standard United Kingdom 
rates. In these cases parity may be said to be automatically achieved, and 
relative levels of expenditure then provide a precise reflection of differences in 
need. Expenditure on these services—national assistance, unemployment 
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benefit, family allowances and the like—is in general a good deal higher per 
head than in Great Britain. This is, of course, a result of the lower level of 
income and higher rate of unemployment obtaining in the Province, but also 
of differences in family structure. 

Much more interest attaches to levels of expenditure on the other supply 
services, since for these the meaning of parity 1s far more equivocal and the 
scope for the exercise of administrative discretion accordingly considerable. 
Estimated expenditure in Northern Ireland on the principal categories of 
supply services in the current financial vear is set out in Table II. This shows 
that expenditure on education is lower per head of population in Northern 
Ireland that in the rest of the U.K.—and expressed as a proportion of the 
population under school-leaving age quite considerably so. Expenditure on 
health and welfare services, however, 1s higher per head than in Britain. 
And for both these services capital expenditure is running at much higher 
levels in Northern Ireland, reflecting the attempts to make up the leeway in 
the provision of school and hospital accommodation. 

Housing subsidies appear to be running at a substantially higher level in 
Northern Ireland, but the picture is distorted by the fact that the figures make 
provision for the capitalized value of all future annual subsidies that will result 
from current construction. On a comparable annuity basis local expenditure 
on subsidies per head of population is in fact much lower than in Britain, 
despite the far higher relative rate of subsidised building in the Province since 
the war and the higher standard rates of subsidv payable. This is because 
the rate of subsidised building in the Province before the war was lower than 
in Britain, and also because no less than one-third of the subsidised houses 
built in Ulster since the war have been for owner-occupiers. These houses 
carry a capital grant (at present up to £360), which is equivalent to a very 
low annual rate of subsidy. 

Assistance to industry in Northern Ireland, which is particularly high in 
relation to expenditure in Britain per head of the population of the Develop- 
ment Areas, falls under three main heads. Under the Industries Development 
Acts assistance is given to new industries, and to existing industries for new 
developments. The assistance has mainly taken the form of the building and 
leasing of factories and the provision of grants to cover the cost of basic indus- 
trial services. The main object has been to diversify industry and to expand 
employment. The facilities provided under these Acts are similar to those 
available in Development Areas in Britain. 
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Secondly, under the Re-equipment of Industry Act of 1951, and its 
successor, the Capital Grants Act, grants are made for the purpose of prom- 
oting re-equipment and modernisation, providing finance for up to 25 per cent. 
of the cost. They are expected to amount to #5 millions in the next three years. 
Finally, an industrial fuel subsidy, amounting in the aggregate to £750,000, 
is paid to offset the higher cost of coal in the Province. Neither of these 
schemes has any parallel in Great Britain. 

The only important difference in rates of taxation between Ulster and Great 
Britain is in estate duty. These duties have recently been reduced in Northern 
Ireland. Already since 1951 estate duty in the Province has been on a lower 
scale than in Great Britain for estates between £20,000 and £125,000, and the 
intey vivos period has been three years against five. In the current budget, 
the Finance Minister has adopted all the concessions made by Mr. Butler and 
has in addition proposed a further reduction of rates on estates of between 
{10,000 and £85,000.* The result is that there is now a margin of up to 10 
per cent. in favour of Ulster estates in certain brackets. The Minister claimed 
that his object in making these reductions was to provide a direct incentive to 


TABLE II 
ESTIMATED ENPENDITURE ON PRINCIPAL SOCTAT. AND ECONOMIC SERVICES | 
1954-55 
Ixpenditure per head 
Total Per head as percentage of Great 
£OOO a Britain 
Education “a ay e - 7,510 5.43 8s 
Health and W elfare i “ 4 3 «« SSg%e G35 11! 
Housing Subsidies ks — + as ~ 4,484 3.24 - 
Annuity basis [,.720 1.24 76 
E xchequer C ontributions to Local Authorities s 3,280 2.37 [51 
Industrial Development 2,404 1.78 230-330* 


*Relative expenditure related to population of etinbia nt Areas; 330 per cent. excluding 
loans, 230 per cent. including loans. 


invest capital in Northern Ireland. But it is difficult to see how, under existing 
regulations, the concessions will achieve this object. 

Apart from being ineffective for its purpose, however, the current reduction 
of estate duty raises important questions on the principle of parity of taxation 
and parity of services, which has been termed the ‘‘ sheet anchor ”’ of Ulster’s 
hnances. It could perhaps be argued that the earlier reductions were oftset 
by increases in pool betting and stamp duties, but in the present instance there 
has been no compensating increase. It is not known how these changes have 
been reconciled with the existing arrangements—or indeed whether they have 
been at all. If they should cause Ulster the loss of the undoubted benefits of 
existing guarantees they will have been dearly bought. 

The Prov incial Government's budget is now definitely in better shape than 
in recent years. The estimated Imperial Contribution is half as large again 
as that for 1953-54, and this provides a substantial cushion against any 
lurther deterioration in the finances on account of a reduction in revenue or 
an expansion in expenditure. Yet on a longer view, the possibility of the 
Provincial government having to invoke the Simon agreement cannot be 
ignored. This makes it px ticularly important to know just how present 
changes affect the status of that agreement. 








7m Mr. Butler. has now announc ed addition: al concessions on sm maller estates; and Mr. Maginess 
is expected to introduce similar concessions in his Finance Bill in the autumn, 
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American Review } 


HE Treasury launched its long-awaited re-financing operation last month 
. : S . . . 5 . . 
against a favourable background. Business activity continues to show signs of 


improvement and the liquidity of the banking system has been considerably | 
increased through an easing by the Federal Reserve Board in minimum reserve 3 
requirements of member banks. The primary object was to provide a firm assur- 


ance that, through the period of seasonal expansion in loans and currency circula- 
tion and of heavy Treasury financing, the Reserve Board would free the banks’ 
reserves sufficiently to remove any threat of undue stringency and any consequent 
fear that policy was drifting away from the easy credit conditions of recent months. 

The “‘ Fed’ would no doubt, had Treasury demands been less pressing, have 
been content to supply the necessary cash reserves through vigorous open-market F 
operations which, as it stressed in its comment on the legal changes in reserve 
requirements, are most suitable for the “‘ more flexible and frequent adjustments to 
the credit needs of the economy’. But over the first half of the fiscal year from 
July 1 the Treasury is expected to run a deficit of perhaps as much as $10,000 
millions. At the close of June it held cash balances of almost $7,000 millions and 
possessed additional borrowing authority, within the present debt ceiling of 
$275,000 millions that Congress has so far refused to raise, of about $4,500 millions, 
The preservation of an appropriate cash balance would therefore seem to demand 
the raising of fresh funds to a total of between $4,000 millions and $5,000 millions, 
and in the fairly near future. The cash offer in July totalled $3,500 millions. This 
leaves the Treasury with a slender margin indeed under the current debt ceiling. 


BANKS’ RESERVES FREED 

Reserve requirements were eased in stages through June and July. Country | 
banks were permitted a one per cent. reduction in the reserves covering time depo- 
sits from mid-June, city banks from June 24. On demand deposits, requirements| 
for central reserve city banks (the ‘“‘ money market ’’ banks in New York and | 
Chicago) were reduced from 22 to 21 per cent. on June 24 and by a further one pet 
cent. on July 29. For other member banks, reserve requirements on demand deposits 
were reduced by only I per cent.—-from Ig to 18 per cent. for reserve city banks (on | 
July 29) and from 13 to 12 per cent. for country banks (on August I). The earlier 
reductions were designed primarily to relieve the seasonal pressures of an inflow ot 
funds to the Treasury and of the heavy accruals of taxes towards the end of the 
financial year on June 30. The “ free ’’ reserves of member banks fell from almost 
$1,000 millions in early June to the relatively slender level of $400 millions on - 


Se eee 





June 23, when borrowing from the Reserve System rose above $600 millions—by | sp 
far the highest level this year. By the turn of the month the money market became | co 
easier again ; “‘ free ’’ reserves rose in the first week of July to about $900 millions | tat 
The ‘‘ Fed’ is, however, expected to attempt to hold these balances withina> °° 
manageable range of $500 millions or so. 
The later reductions in reserve requirements were influenced largely by the | 
authorities’ considerations for the large scale Treasury cash ard conversion offer su 
The reductions of end-July alone support an additional $6,000 millions or s0/ th 
of deposits. The banking system was thus well-primed for the cash and refunding | re' 
operations. These totalled some $11,000 millions, somewhat below earlier expecta > =m 


tions. The cash offer consisted, as had been expected, of $3,500 millions of i rec 
Anticipation Certificates, maturing next March. Conversion of the $7,500 millions | 






of certificates maturing during this month and September was offered into a one; Mea 

ee 4é y” * . Ee al 4 . 
vear certificate, a “‘ long note’ with a maturity between two and a half and five F [0s 
vears and a “ short bond’ maturing between five and seven and a half years. or 
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The one per cent. Certificates now offered provide the lowest rates that have 
obtained on comparable securities for about seven years ; they compare with a 
rate of 25 per cent. prevailing last summer. It is a striking commentary upon the 
change in monetary conditions in recent months that, in order to maintain the 
income given by the maturing certificates, it would be necessary to move out 
into the longest-dated Treasury stock, the 3} per cent., 1978-83. But the Tre ‘aSUry 
has clearly decided that it is still paemnotane to re-embark at this stage upon any 


ageressive policy of lengthening debt maturities. The recent increase in bank 


liquidity and the substantial take-up of short-term Certificates may, however, 
pave the way for a more venturesome approach some time later this year. 


American Economic Indicators 


LO54 
195! 1952 1953 
Mar. Apr. May June 
Pyoduction and Business: 
Industrial production (1947-49 =100).. 120 124 134 123 123 [24 124 
Gross private investment (billion $) .. 58.6 52.5 54-4 $6.95 os - 40.0 
New plant and equipment (billion $).. 25.6 26.5 28.4 27°5 20.9 
Construction (million $).. a -» 2,574 2,694 2,904 3,001 3,018 3,052 3,035 
Business sales (billion $) +r -. 44-5 45.6 sige 47-1 47.6 47.0 
Business stocks (billion $) 7 .« 2 FF2 Sr. S0.1 79.0 79.4 
Merchandise exports (million $) .. 1,164 1,098 1,312 1,123 1,421 1,388 
Merchandise imports (million $) . QI4 893 906 S55 057 S19 
Employment and Wages: 
Non-farm employment (million) — 2a." @e.4” 94.3" 54-2 54.5 54.3 54.5 
Unemployment (‘ooos) .. ak « Sae tar 1.980 3,725 3,405 305 3,34 
Unemployment as % labour force Bi er Uc; CUS 5.3 5.4 <a 5.1 
Hourly earnings (mfg.) ($) es ~~ 2 Oe 1.79 1.80 1.80 1.81 
Weekly earnings (mfg.) ($) a -. G.9t Gre 679.97 70.71 70.20 70.74 71.68 
Moody commodity (1931 =100) ‘ix yon a pend 130 438 130 132 
Farm products (1947-49=100).. _« 323.4 1067.0 97.4 93.4 99.4 98.0 45.6 
Industrial (1947-49 =100) = .. 115.9 113.2 I14.0 114.2 114.5 114.5 114.4 
Consumers’ index (1947-49 = 100) .. I1I.0 113.5 114.4 [114.8 114.6 115.0 
Credit and inance: 
Bank loans (billion $) 57-7 64.2 68.3 67.0 606.8 67.1 
Bank investments (billion $) 74.9 77.5 78.1 75-7 77-4 75.0 
Bank loans (weekly) (billion $) 21.6 23.4 23.4 22.6 22.2 23.9 1.4 
Consumer credit (billion) 21.5 25.7 428.9 3.2 2354-2 
Treasury bill rate (%) 1.55 1.77 1.93 1.05 1.01 0.78 0.65 
U.S. Govt. Bonds rate (°%) -« S599 2.087 3.36 2:94 2.98 2.92 2.70 
Money supply (billion $) ea op = 8 200.4 205.8 201.3 202.3 203.6 
Federal cash budget (+ or —) (mill. $) +1,244 -1,641 -6,159 + 6,905 


Notes.—Latest figures are preliminary or laine For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business sales and stocks, money supply, 
bank loans and consumer credit show amounts outstanding at the end of the period. Moody's 
spot commodity index shows high and low, 1951-53, and end-month figures this year; other 
commodities show monthly averages. Investment figures, 1953, are quarterly and at annual 
rates. Weekly bank loans are derived from partial returns only. Budget figures are cash totals 
1951-53 and also quarterly for 1953. 

* Old basis. + Old series. 

While there has still been no decisive turn in business conditions—which is not 
surprising at this season—pointers during June and July were encouraging rather 
than otherwise. The seasonally adjusted index of industrial production has been 
revised downwards by one point for May, to 124 (based on 1947-49), but it is esti- 
mated to have held steady in June. This marks a pattern of stability rather than 
recovery, but it is marked enough to suggest that the phase of the down-turn may 
be over. Constructional activity was again high in May and June, helping to 
maintain steel output at a higher level ane had been expected. Unemployment 
rose only slightly in June, and total employment increased. Manufacturers’ new 
orders rose somewhat in May and total inventories were moderately lower. 
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International Banking Review * 


Australia 


Hk Commonwealth Treasurer, Sir Arthur Fadden, has announced that the 
budget vear to June 30, 1954, ended with a surplus of £A56 millions, althoug 
the original estimate was for a surplus of only £Ao.2 millions. Revenue ex- 
ceeded estimates by £A34 millions, while expenditure was £A22 millions short of 
estimates. Sir Arthur maintained that the figures showed that the Government 
could carry out its election pledges in the new financial year without disturbing 
budgetary equilibrium. 
The steep rise in the country’s external reserves that began in 1952 has been 
sharply reversed since the spring. [he main cause has been a further rise in imports, 
The Melbourne Board of Works has successfully floated in London a private 
loan bearing interest at 42 per cent. and repayable in fourteen years. 


Belgium 
Belgium has granted to residents of other E.P.U. countries the right of withdrawal! 
and transfer to other non-dollar countries the proceeds of sales of capital investments, 
The balances are to stand in a new form of account, known as an “ L ”’ account, and 
are freely transferable among residents of E.P.U. countries. The only restrictions 
are that they cannot be utilized for the purchase of dollars at the official rate or for 
buying goods and services intended for export. 
By agreement with the Netherlands and Luxembourg, capital will in future be 
able to move freely between the Benelux countries. 


Brazil 


A new trade and payments agreement has been concluded with Argentina : 


it provides for an annual exchange of goods between the two countries valued at | 


the equivalent of $135 millions in each direction. Payments will be handled by a 
clearing svstem, under which reciprocal credit facilities of up to $15 millions will be 
available. 

The second offerings of sterling through the exchange auction system, which 
brought the total sterling auctioned to £600,000, met a still keener demand than 
the first. The premia ranged from 71 cruzeiros over the official rate (of 514 
cruzeiros to the pound) for category one imports to 409 cruzeiros for category five 
(luxury) imports. These premia are easily the highest paid for any currency since 
the inauguration of the auction system last autumn. 


Canada 


Mr. Douglas Abbott has resigned from the post of Finance Minister, a post he | 


had held for eight vears ; he takes an appointment as a judge of the Federal 
Supreme Court. His resignation was in no way caused by any policy disagreement 
with his colleagues in the Government and it is not expected that the appointment 
as the new Finance Minister of Mr. Walter Harris, Minister of Immigration since 
1950, will be followed by any major changes in Canadian financial policies. 
The London merchant banking house of Kleinwort and Co. has formed an 
association with the Toronto investment company of Equitable Securities Canada. 
The Canadian concern specializes in operations in the Canadian bond market and 
it is hoped that the link with the British concern will lead to more business in 
Canadian securities in London and other European centres. It is also hoped that, 


——— 








* News of United States banking appears in ‘‘ American Review ”’ (page 118). Brief editorial 
discussion of particular items of international banking news appears in ‘‘ A Banker’s Diary’ 
(pages 61-66 1n this issue). 
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through the new association, Canadians will be able to take an interest in more 
British concerns, particularly those operating within the dominion. 


Central African Federation 

A three-year development plan costing £70 millions has been announced by the 
Federal Government. <A substantial part of the projected expenditure will be 
concerned with the construction of hydro-electric facilities and other electric power 
projects. | | . - 

The managing director of the Commonwealth Development Finance Company 
of London, Mr. |. G. Beevor, has made an exploratory tour of the Federation. He 
stated that there were several projects in which the company might be interested 
and that it was probable that it would be asked to provide some of the money 
needed for the hydro-electric power schemes. 

The Federal Ministry of Commerce has announced an extensive liberalization 
of trade with non-sterling countries. 

Ceylon 

The Finance Minister announced in his Budget statement that there would be 
no major changes in taxation in the financial year 1954-55. A commission is to be 
appointed to make a comprehensive study of the whole tax system with a view to 
reform, including possible inducements to attract foreign capital. 

The Finance Minister also announced that the Government is to set up an indus- 
trial finance bank to make capital available to infant industries. The Central Bank 
in turn is studying ways to facilitate the flow of credit into private industry. 

The Government has appointed a three-man commission to inquire into the 
affairs and general conduct of Mr. N. U. Jayawardene, Governor of the Central 
Bank of Cevlon. Previously the Government had requested the Governor-General 
to suspend Mr. Jayawardene from office. 

The dominion has been granted a loan by the International Bank for Recon- 
struction and Development to help finance the second part of the country’s hydro- 
electric scheme. [he loan has been made in various currencies, and amounts in 
total to the equivalent of $19.1 millions. It is for a term of twenty-five years and 
carries interest at 43 per cent. 

China 


The Budget of the Chinese People’s Government for 1954-55 provides for total 
expenditures of 250,000 million people's dollars, some 16 per cent. more than in 
1953-54. Revenue is estimated at 274,000 million yuan. Defence is expected to 
take up 21 per cent. of expenditure, and capital construction and social services 
60 per cent. 

A Chinese trade mission has visited the United Kingdom to discuss the pos- 
sibility of an expansion in business between the two countries. The leader of the 
mission, Mr. Tsao Chung-Shu, said at the end of the visit that trade between the 
two countries might increase to a level of about 440-50 millions per annum by 1955. 


Cuba 
A recent law provides for the establishment of a new credit institution—the 
Banco Cubano del Comercio Exterior—designed to provide the means for develop- 
ing and maintaining Cuban foreign trade. Its capital will be 3.5 million pesos, in 
shares owned by the Government. Additional finance may be secured from the 
commercial banks and the public. 


Denmark 
The net foreign exchange reserves of the National Bank of Denmark fell by 
afurther Kr. 88 millions in the second half of June. This actually brought the net 
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reserves (that is after debiting short-term foreign liabilities) to a negative figure 
whereas they stood at over Kr. 360 millions in October, 1953, when the deterioration 
of the Danish balance of payments began. But authoritative quarters are reported 
to be confident that the increased pressure on reserves was due to temporary 
factors, such as drawings on foreign kroner assets in Danish banks caused by 
rumours of impending devaluation, exceptionally large seasonal grain payments 
and heavy prepayments for imports on account of fears of the imposition of import 
restrictions. No arbitrary corrective measures such as the tightening of import 
controls are therefore to be imposed for the time being. The authorities believe 
that the increase in Bank rate and other monetary measures recently introduced 
should in time be successful in ending the payments crisis. | 


Egypt 

The British authorities agreed last month to make the release of £10 miilions 
from Egypt’s blocked sterling balances that is due some time during 1954 under the 
terms of the Anglo-Egyptian financial agreement of 1951. Subsequently the Egyp- 
tian Government announced that restrictions on sterling imports were being with- 
drawn. Earlier, an Egyptian Government spokesman had asserted in Catro that 
Egypt would permit unrestricted imports from Britain once the sterling release— 
held up on political grounds—had been made. Egypt's sterling earnings have risen 
sharply in recent months owing to increased sales to the U.K., but hitherto the 
discrimination against British goods in the application of import controls has 
prevented any comparable increase in Egyptian spending on sterling goods. 


France 
The Commission of the Accounts of the Nation states in its report for 1953 and 











“What is a good, secure investment 

for this money?” 

‘| would suggest shares in the 
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“Is their rate of interest worth while’” 
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introduce measures designed to secure preferential facilities for export financing. 
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1954 that economic expansion is the only policy possible for France. The report 
asserts that investments guaranteed by public funds should this year attain the 
target of Frs. 60,000 millions set by the Commission. 

The report also asserts that the American aid received in 1952 and 1953 and 
due in 1954—ranging from $715 millions to $800 millions—has been of mixed 
benefit to the economy. It has, indeed, done much to dispose of balance of pay- 
ments difficulties but has also distorted the economic pattern by producing a 
militarized economy and diverting to the defence programme efforts that might 
have been directed to modernizing industries to enable them to export at more 
competitive prices. Yet the Commission foresees that the increase in production 
will demand larger imports of raw materials, and that the need for American aid 
will therefore continue. 


Germany 


Import licensing is being abolished for 70 per cent. of private imports, including 
dollar goods, from the beginning of this month. Import permits are no longer 
required for liberalized goods, and traders are left to decide for themselves whether 
goods purchased abroad fall in the licence-free category or not. 

A number of minor restrictions on foreign trade transactions have also been 
removed, and import duties on many categories of goods reduced. 

The Banking Supervisory Authority has ordered a reduction of } per cent. in 
bank interest rates. In future banks will not be permitted to pay more than 2? 
per cent. for deposits or to charge more than 4? per cent. for loans. As an exception, 
savings banks will be permitted to continue to grant 3 per cent. for short-term 


savings deposits. 
India 


The Reserve Bank's report on currency and finance for the financial year ended 
March 31 last asserts that the period saw a general improvement in economic 
conditions in India. The Government gave an increasing measure of assistance to 
the private sector. Industrial production rose further, though more slowly than 
in the preceding year. Prices were on the whole stable. In the monetary sphere 
there were indications that the disinflationary trends of the preceding two years 
had been halted. The capital market showed a substantial measure of stability and 
confidence. The balance of payments improved again ; in the calendar year 1953 
there was a surplus of Rs. 590 millions, against a near balance in 1952. 


Israel 

The “ foreign currency budget ” for the year to March 31, 1955, provides for a 
balance between earnings and outlays at a level equivalent to $364 millions, an 
increase of $36 millions on the 1953-54 figure. Of this total, exports are expected 
to yield only some $80 millions. American grants in aid are expected to produce 
$74 millions, th: proceeds of appeals by Jewish institutions abroad $65 millions, 
deliveries of German reparations $66 millions and sales of Israeli State bonds 
abroad $30 millions. On the expenditure side, $180 millions is ear-marked for 
consumer goods, including food. Large quantities of transport equipment are 
planned to be purchased with the balance remaining for imports of capital goods. 


Japan 
The Finance Minister, Mr. Ogasawara, has informed the World Bank, from 
which Japan is seeking a new loan, that the Japanese Government intends to 
carry on with its retrenchment and tighter money policies until equilibrium has 
been restored in the country’s balance of payments. He has said that it is the 
Government’s intention to preserve the existing exchange value of the yen. 
The Minister has also indicated that the Japanese Government will shortly 
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Kenya 

The U.K. authorities have promised to extend further financial assistance to 
Kenya up to a total value of {5.5 millions—{4 millions as a grant and {1.5 millions 
as an interest-free loan. 

Lebanon 

The Government has secured Parliamentary approval for a Bill to reorganize 
the Beirut financial market. All persons or companies dealing in foreign exchange, 
cold or securities must now be registered as members of the Beirut Exchange. All 
transactions must be effected in the premises of the Exchange or in the offices of 
members. The Exchange is to be administered by a commission of twelve. 


Pakistan 
It has been indicated that Pakistan will make every eftort to increase imports 
from the United Kingdom, particularly of textile goods. It has been emphasized, 
however, that there is a great need for increased purchases of Pakistani cotton by 
the U.K. to enable the dominion to balance its external accounts. 
The Government has attempted to encourage exports by permitting traders to 
utilize for the purchase of some classes of foreign consumer goods currently in 





short supply in Pakistan 30 per cent. of the exchange earned from exports of} _ , 
certain goods. . 
° e 

South Africa . 

The Minister for Economic Affairs, Mr. Eric Louw, has announced an increase | 

of 5 per cent. in import quotas for 1955 for consumer goods. Import controlof) | 
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other items is also to be eased. The Minister maintained that the relaxations were 
justified by the improvement in the exchange position ; the Union's balance of 
payments was showing a very healthy tendency, even allowing for non-recurring 
and reversible factors. Additional allocations of exchange are to be made available 
in particular for the import of agricultural equipment and for the purchase of 
motor spare parts. 
Spain 

The Bank of Spain has reduced the Bank rate from 4 to 3} per cent. This is 
the first reduction since 1949 and is stated to mark the inauguration of a policy 
to stimulate investment. Other interest rates have been adjusted accordingly. 








Appointments and Retirements 





Barclays Bank—Awmmanford: Mr. T. M. Jones, from Tonyrefail, to be manager. byvadford, 
69 Market St.: Mr. J. P. Wood, from to Market St., to be manager. Crewe, Market St.: Mr 
XN. T. L. Windsor, trom Kendal and Bowness-on-Windermere, to be manager. Douglas, Isle of 
Man: Mr. J. A. Butterworth to be manager. Epping: Mr. T. D. Lewis, from Braintree, to be 
manager. Epsom and Ashtead: Mr. H. J. Paynter, from Windsor Local Head Office, to be 
manager. Gf. bridye: Mr. H. T. Price, from Hanley, to be manager. Wendal and Bowness-on- 
Windermere: Mr. E. Craven, from Chester, to be manager. Poole: Mr. R. H. King, from 
Southampton, Shirley and Totton, to be manager. Sedgley and Coseley: Mr. R. P. Shenton, from 
Gt. Bridge, to be manager. Selsey: Mr. J. R. B. Harries, from Bournemouth, West Cliff, to be 
manager. Wantage: Mr. J. P. Baldwin, from High St., Oxford, to be manager. 

Lloyds Bank—Head Ofnce: Mr. R. H. G. Marshall to be an assistant general manager; Mr 
C.H. Woolley, from Coventry, to be an assistant general manager; Legal Department: Mr. G. M 
Welsford to be principal. Lasingstoke: Mr. E. A. Styles, from Head Office, to be manager on 
retirement of Mr. ff. Freeman. Clacton-on-Sea (also Frinton): Mr. A. Lawson, from Mill Rd., 
Cambridge, to be manager on retirement of Mr. A. H. Coney. Coventry (also Cheylesmore): Mr 
C. R. Vincent, from Head Office, to be manager. Cowes, Isle of Wight: Mr. D. W. Lambie, from 
Plymouth, to be manager on retirement of Mr. H. C. Durnford. Devizes: Mr. N. B. Coston, 
from Head Office, to be manager on retirement of Mr. H. R. Tilley. Duysley: Mr. L. T. Herring, 
from Wotton-under-Edge, to be manager on retirement of Mr. H. S. Hopkins. Hanwell, W.: 
Mr. L. H. Watford, from Brixton, to be manager on retirement of Mr. H. Wotton. Leytonstone, E.. 
Mr. R. P. Reggiorit, from Victoria St., S.W., to be manager on retirement of Mr. D. P. Smith 

Ramsgate: Mr. J. H. Hancock, from Head Office, to be manager on retirement of Mr. W. J. Rooke 
Watlington: Mr. B. F. C. Hall, from Andover, to be manager on retirement of Mr. C. E. Bewers 
Westburv: Mr. W. J. Chard, from Somerton, to be manager. West Cliff, Bournemouth: Mr. H.C 

Galton, from Christchurch, to be manager on retirement of Mr. T. W. Hunter, M.S.M. 

Midland Bank—London—WNing’s Cross: Mr. G. H. Smith, from Minories, to be manager in 
succession to the late Mr. W. A. E. Pingree ; Streatham, Mitcham Lane: Mr. F. J. Kibble, from 
Putney, to be manager on retirement of Mr. W. P. Ikin. Bath, Southgate Sf.: Mr. N. G. Godwin, 
of Tetbury, to be manager in succession to Mr. T. B. Meavs. Blyth, Northumberland: Mr. E. W.N. 
Dargavel, from North Shields, to be manager on retirement of Mr. W. H. Webster. MW ancheste: 

Chester Rd.: Mr. F. X. Erdozain, from Chester, to be manager in succession to Mr. R. J. Wilkie 
Stretford: Mr. R. J. Wilkie, from Chester Rd., Manchester, to be manager on retirement of 
Mr. F. Ratclitfe. Tetbury: Mr. R. R. Linnell to be manager in succession to Mr. N. G. Godwin 

National Provincial Bank—Cheltenham: Mr. R. F. Norden, from Ruislip, to be manager in 
succession to Mr. C. P. B. South, who has been attached to Head Office relief statf with his present 
status. North Harrow: Mr. R. H. Knight, from Twickenham, to be manager. Cosham, Portsmouth : 
Mr. W. L. Madgen, an inspector of branches, to be manager on retirement of Mr. W. R. Smale. 
Ruislip: Mr. J. G. Kershaw, from North Harrow, to be manager. Watford: Mr. A. T. Hughes, 
from Windsor, to be manager on retirement of Mr. F. H. M. Briddon. Whitley Bay: Mr. H. C. 
Butterfield, from Silsden, to be manager on retirement of Mr. C. H. Hearn. Windsor: Mr. L. H. 
John, from Carditt Docks, to be manager. Woodstock: Mr. J. Routledge, from Ilkley, to be 
manager of this new branch. Wrexham: Mr. W. T. Hughes, from Holyhead, to be manager on 
retirement of Mr. J. R. Nicholas. 

Westminster Bank—New York representative: Mr. A. E. Cooper, from Lombard St., to be 
New York representative on retirement of Mr. A. W. Beamand. Crowborough: Mr. G. H. Martin, 
from Silverhill, to be manager on retirement of Mr. T. C. Tucker. Finsbury Park: Mr. E. C. G. M. 
Newton, T.D., from Camden Town, to be manager on retirement of Mr. S. W. Game. Petersfield: 
Mr. G. Stokoe, from Guildford, to be manager on retirement of Mr. H. R. Gunner. Runcorn: Mr. 
G. Barnes, from Simm ’s Cross, Widnes, to be manager on retirement of Mr. E. C. Beswick. 
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Banking Statistics 


Trend of *“* Risk” Assets 


(Figures in italics show percentages of gross deposits) 


























Actual Change in: Advances plus Investments 
({mn.) ({mn.) Ratio 
Oct. Nov. Dec.-May June Oct Apr. May June 
ae 1951 1951 1951-54 1954 1051 1954 1954 1054 
arclays: 
Advances 368 .5 371.0 -— G.0 + 14.9 
% phe is 290.2 29.3 | : : ee 
r S4 63.9 65.7 64.3 
Investments .. i. 314.8 425.7 + 86.0 4+ o.1 f ) , iii ' 
% oe < 25.0 22.6 J 
Lloyds: 
Advances 345.2 351.1 — 38.7 + £0.6 
a jt 30.2 0.7 st 6 7 
> af . ae | of 0} 
Investments .. es 279.6 371.2 + 58.2 + 2.7f ’ * E93 9345 
0/ > >> oe 
/0 24.4 3225 J 
Midland: 
Advances ea - 393.3 397.1 — 30.3 6.0 ) 
0 2 > | 
° 7 ‘ a a9 .9 _ . aa : 54 J 0 7.© 63. 3 0 > 2 
Investments .. ‘a 3290.4 433.8 55-7 0.3 ( it 
%o - . 24.9 32.8 J 
National Provincial : 
Advances - - 290.3 298.1 — 22.5 7.8 ) 
@) 2a ~ > = ) 
/o zy ne Aap 55.9 63.8 617.3 61.8 
Investments .. - 165.9 230.9 + 22.2 ( 
0/ > > »v 
/O *-e 7. 20) .z 28.8 J 
Westminster: 
Advances ie aa 248.6 249.5 -— 20.3 + 10.9) 
o/ 7 2 | 
/O *- 7 ) _-_ Zl .O \ — ( S q 6 9 
} . 1 ~ « ) e ( 2s 
Investments .. - 2090.4 263.6 + 26.8 4.2¢ 7 +4 3 62.6 
0/ > ‘ > 
a 6.3 33-4 J 
District: 
Advances ve os 60.1 62.6 -—- 4.5 + 5.5) 
of oe 25.6 26.6 | 
/o ; = . _ _ 50 .] 62.0 66.3 00.5 
Investments .. ve 71.5 91.6 + 4.7 + 1.5f 
0/ ae ‘ 
%o — aa 30.5 38 .9 J 
Martins: 
Advances - i 89.0 O1.4 -—- 3.9 + 4.2] 
o/ 20.1 9.3 ‘ 
= si ee ad 54.6 64.8 65.1 65.7 
Investments .. na 75.2 102.8 14.0 o.1 f a4 = J J 
% s a 33:5 33.0 J 
Eleven Clearing Banks: 
Advances - .. 1,897.0 1,925.2 -—121.9 + 43-7 
o/ 
/o v ge 30.6 32 2 ; 55.7 63.5 64.7 63.5 
Investments .. .. 1,555.2 2,032.7 +272.0 + 6.8 / . 
yA 25.1 32.9 J 
Trend of Bank Liquidity 
195! 1952 1953 1954 
Oct.f Nov. June Sept. Oct. Apr. May June QOct.§ Apr. May June 
Liquid Assets ” 0 Yo w/e 0 v0 0 ¥/ "0 ; oO O % 70 
Barclays 5. 40.0 32.8 35:0 237.3 34.0 , 33.4 3245 33-3 35:0 32.0 33.5 325 
Lloyds -. @0.0 32.8 33.90 36:90 33:3 313.0 32.2 933.9 36.0 343.0 32:7 Ba 
Midland -. 40.2 32.8 34.4 36.4 35.0 34.1 34.8 37.5 38.3 33-7 34-0 34:3 
National Prov. 39.4 30.6 34.0 39.7 34.9 29.8 31.9 33.5 37-2 32.8 33.0 35:1 
Westminster 26:7 20.4 34:4 27-7 2e:2 25.8. 27:2 36.9 7.6 233.5 23-7 335 
District — 35 , 30.5 35- 6 35.9 30. { 33.9 34 7 34 4 35. 7 33 , 7 33. Ss 30.2 
Martins ° 39.5 33.2 40.d 41.60 30.0 33.9 35-9 35-4 33.60 31.60 32.5 31.0 


All Clearing 
Banks .. 39.0 32.0 34.7 38.0 34.4 32.4 33.6 34.6 36.6 


* Cash, call money and bills. + Eve of ‘‘ new ’’ monetary policy. j After second funding. 


§ After third funding. 
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Banking Trends over Thirty Years* 
‘ Risk ”’ Assets 





Liquid Assets 








Net Invest- Combined 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Katio 
of Months: {mn. {mn. of {mn. {mn. o/ 
1921 1,759 680 38 oo 325 833 O4 
1922 1,727 658 37 aa 391 750 O4 
1923 1,628 551 35 — 350 761 07 
1924 1,618 545 33 = 341 808 69 
1925 1,610 539 32 — 286 856 09 
1926 1,615 532 32 _ 205 5Q2 70 
1927 1,661 553 32 — 254 928 60 
1928 1,711 584 33 oo 254 948 68 
1929 1,745 505 32 -— 257 gg! 69 
1930 1,751 596 33 — 258 963 68 
1931 1,715 560 32 — 301 919 69 
1932 1,745 O11 34 — 348 544 07 
1933 1,909 6065 34 -— 537 759 66 
1934 1,534 570 31 aa 560 753 7o 
1935 1,95! 623 31 — O15 769 09 
1936 2,088 692 2 — 614 § 39 6s 
1936 2,160 713 32 — 643 $65 08 
1937 2,225 683 30 — 052 954 70 
1938 2,218 72 30 ~~ 637 976 71 
1939 2,181 648 29 — 608 QgI 71 
1940 2,419 785 31 73 666 955 05 
1941 2,863 670 23 495 894 $58 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 40 
1945 4,551 886 19 1,811 1,156 768 41 
1940 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 40 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 953 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,62 1,822 50 
1952 5,856 2,097 34 os 1,983 1,838 62 
1953 6,024 2,201 35.1 —— 2,163 1,731 62 
IQO51: 

Oct.7 5,981 2,423 39.1 177 1,555 1,897 55-7 

Nov.t 5,973 1,981 32.0 108 2,033 1,925 64.0 
1953: 

Apr 5,822 1,962 32.4 - 2,199 1,31 04.9 

May 5,865 2,042 33.6 - 2,123 Pere 64.0 

June 6,023 2,192 34.0 : 2,136 1,703 03.5 
1954: 

Apr. 6,088 2,112 33.1 — 2,280 a7 63.5 

May 6,104 2,085 32.9 --= 2,305 1,793 604.7 

June 6,234 2,156 33.0 2,311 1,837 03.5 


~ 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t+ Bank statements immediately before and after the launching of the ‘‘ new 


'” monetary 
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policy and the first special funding operation. 





Floating Debt 


July 25, June 30, ~~ July tro, July 17 July 24, 
i 1953 1954 1954 1954 1054 
Ways and Means Advances : ém. fm. é/m. fm. /m. 
Bank of England - 0 3.3 4:3 — 
Pubhe Department: 249.7 208.6 260.2 267.2 281.6 
Treasury Bills : 
Tender .. 2° _ _ o8 3220.0 | f 3250.0 3260.0 3270.0 
ian . 700.0 : ; 
Yap 1409.1 f 47 Lo 1432.5 1511.0 L4g2.2 
4942.0 4971.5 4972.7 5035.5 5043.9 
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National Savings 
(£ millions) 
Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net) Small (net) (net) Small 
2 [2.@ 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 

Surplus (+) or Deficit ( — ) Financed by 

——_———  Reserves% 
With With Net American Special Change at end of 

Years and Me We Other Surplus or Aid Creditst in Period 

Quarters Areas Deficit Reserves 





19460... ra - +- 220 2696 
1947 ee - -+- 3. - O15 2079 
1945 a = 71 2 5 — 223 1556 
1949... - 15. - —- 103 16088 
1950 ee oo Oo Ee + +- dO: +- 45 +1612 3300 
195! Ké i 5 gdss C 995 2335 
1952 - = 7: 28 489 1346 
1953 es .. tIl3 - - 54 3 -- +- 6072 2518 
1953: 
2166 
II 
III 
IV 
1954: 
January 
February 
March 


April 
May 
lune 


I] 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting] 
period). 
+ Comprising $4,909 millions from U.S. and Canadian credits in 1946-50; $420 millions from 
the I.M.F. in 1947-49; and $325 millions from the South African gold loan of 1948. The annual a 
service charges on the U.S. and Canadian loans paid in December of 1951, 1952 and 1953 are) 
included as a debit item. . 
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